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PROF. DR. DR. H. C. ROLF RODENSTOCK 
PRli.SIDENT DES BUNDESVERBANDES 

DER DEUTSCHEN INDUSTRIE 

The Rt. Hon. 
Sir Geoffrey Howe, QC, MP 
Chancellor of the Exchequer 
HM Treasury 
Parliament Street 

London SW1 
GROSSBRITANNIEN 

GUST A V-HEINEMANN-UFER 84-88 

5000 KOLN 51 

TELEFON: 37081 

6 May 1983 

May I thank you again very sincerely, on behalf 

of the delegation of industrialists and bankers 

from the Federal Republic of Germany. which was so 

kindly received by you at HM Treasury on Monday, 

25 April and the most stimulating discussions we 

had. with you about the British econo~y. 

It was very. good of you to spare so much of your 

time for us and we deeply apprec~ate all 

your valuable comments. 
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TELEGRAM NUMBER 661 OF 29 JUNE 

.I ~!FO PRIOR-I·TY Bfv\G BERU ·:·i EAST BERL•hN r-10SCO\'.t \•IA SH-I•NGTON UKD EL NATO 

FRG LOAN TO GDR 

1. TODAY'S GERMAN PRESS REPORTS PRO~I~ENTLY THAT THE FEDERAL 

GOVERNMENT HAS PROMtSED TO GUARANTEE A LOAN OF DM 1 &I~LI~N TO THE 

GD ~ ORGA~l~ED BY A CONSORTd~M OF LAENDER BANKS HEADED BY THE 

BAVAR·I•AN LAND BANK. STRAUSS HAD BEEN PERSONALLY ihNVOLVED, AS vJELL 

AS THE CHANCELLOR AND F\I,NANCE ~I·N• I !STER. THE LOAN WOULD BE PA•I•D ·Hl 

TYIO .I JNSTAU1ENTS AT AN AtNTERVAL OF 3 MONTHS. THE GDR •hS SA+D . TO ~ 

HAVE G·LVEN ADEQUATE GUARANTEES OF REPAYMENT, BUT NO DETA•I:LS ARE .. 
REPORTED. THE REPORTS SAY THAT THE LOAN ~ l iS NOT TIED TO ANY SPEC IFIC I ~ 

PROJECTS OR CONNECTED Wri-TH ANY POL•ITI.CAL COND-"T~J,QNS. 

2. ·IN •hTS LEAD ED<!:TOR·IrAL THE Rd:CHT OF CENTRE FRANKFURTER ALLGEI-1Ei l(>JE 

Z81~UNC COMMENTS THAT MANY PEOPLE WI~L BE FLABBERGASTED BY T~l~ 

f'!lOVE, AND ESPEC,f,·ALLY AT THE APPARE NT ABSENCE OF ANY QUI'D PRO QU O. 

THE CDU/CSU HAD CfU T;IOtSED THE FORMER GOVERNHENT FOR NOT BARGA-HH•NG 

HARD ENOUGH ~lrrH THE GDR. SI~CE BECO~t~G CHANCELLO~ KOHL HAD PRO

CLAdNED THE PR·- I>NCdPLE OF A BALANCE OF Gl!VE AND TAKE ; 111~ M~NER GERMAN 

RELA~!~N S. THE AR~I£LE SPECULATES THAT THERE MAY HOWEVER BE SOME 

SECRET UNDERSTANDthNG AND THAT THERE MAY SOON BE S0~1E GDR CONCESS.J ONS, 

EG Oi'! THE N- hr·H ~1Ur1 EXCHANGE RATE FOR V'hS I1TO RS TO EAST BERL•I.N AN D 

THE GDR, ON THE AGE L< h'~dTS AT \IJH.I CH E~ST GERNANS CAN OBTMN PER-

f·\ i!SS LON TO Vl S·hT WEST BERLd-N AND THE FfiG, OR ON THE PROCEDURES FOR 

BORDE fi CROSS I<HGS. 

3. THE FIES PONS I P. LE HE AI; 01:'" DEPA R T ~~ENT ·! '·J TH E AUSitJA ER T,IJGE S AiH H.AS 

C ON F IH~lU: TO US THAT TH E ST::JRY .IN PARA 1 ABOVE :IS ESSE NT! jALLY 

CORRE CT. HE CLk! ~ED TO HAVE KNOWN NOTHI~G OF THE PREPARA~ION OFT~!~ 

LOAN \'IHLCH WAS HANDLED SY A S!IALL CdRCLE OF TOP ~H !HSTERS AN D 

OF F LC I AL S ON T~E FRG S! DE . A CO NTACT d.N THE GDR PER tUN ENT 

Rt:PRESENTAT,ION HAS ALSO COIJF>!Rf.1[D TO US THAT THE REPORT ,J,S CO RR ECT. 

4. ' T HAS L O~-iG 3EE:~ REC OC!J -1 SET.' THA T THE GDR \! AS LiK ELY DUR.!'iG 

1923 TO HA VE GqEA T DIF F iCUL TY <! !~ r·1E ET I1~G IJ;TER EST 'A IW REP .A Y t·\Er~ T 
·- ~.... ...... -~ .f . 

0~ L I GAT!ON FROr'l HARD CU RREN CY DqTS DE SP·I·TE dTS SUCCES S •"N 

BOOST-ING EXPORTS d ·'~ 1932 AND SO F~. R THI S YEA R. SOf-'lE \!!EST GERt-~Al,! 
BA NKERS A!·JD OFF,ICdALS HA'vi -'BE EN REf,..&¥-:-.lB SPECULATE TH AT TH E . __ ,"--.. '• : 

FR G \·IOULD STEP ·IN \'ii •TH CRED\ -TS RAT~..SR TnAf~ ALLO I>i A Fdl~f~ N CH-JG CRd-S-1,5 

wHICH COULD DAI"lAGE ;I,NNER-GE fmAN TRADE , PRODUCE NE\t TE NS:! OtiS f,i-J 

POL'!T· I ~CAL RELAT·!·ONS AND CREA TE HARi)SHI,PS FOR FELLOvl GER ~·IANS 

-I'N THE GDR (FOWLER'S LETTE R OF 2l; JU~;E TO \~ I ·LLI#•ISO N ES!;D - NO T 

TO ALL - G.\:VES t1 QRE BACKG RO UND). I 5. 
CONFIDENTIAL 
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5. NONETHELESS THE PRESUMP~I~N, ESPEQ l ~LLY GIWEN STRAUSS' APPARENT 

cl 'NVOLVEI-1ENT, ~lUST BE. THAT GDR COU NTER CONCESS-I-ONS HAVE BEEN 

PRO'~ ! .SED AT LEAST d•N PRd;NCI'PLE. Gi\NEN GDR RELUCTANCE TO SEH1 TO i"iAKE 

CO NCESSIONS UNDER PRESSURE, THE FRG MAY HAVE BEEN READY NOT TO, 

d4i SdST ON !)I ·RECT PUELdC L•hi-JKAGE. ON THE FRG S>IJDE THE T:!t·1·-I>NG OF 

THI~ NEWS MAY BE CONNECTED ~~~H KOHL'S V · 15l~ TO MOSCOW. THE 

HQDE t--IAY BE TO •I•NIJ..!CATE TO THE RUSS!hANS THAT A GENERAL 

\~O R SEN !JIG OF EAST/~IEST RELATd :-OI~S "' 'N CONNECTI-,ON WHH · H~F DEPLOYI'1EtH 

WOULD ALSO HURT THE EASTERN ShDE. 

TAYLO R 
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AND TO PRIORITY DOT, ECGD, BANK OF ENGLAND 

INFO ROUTINE BONN, BMG BERLIN. 

FRG CREDIT TO GDR 

1. TODAY'S FRANKFURTER ALLGEMEINE ZEITUNG REPORTED THAT THE 

FEDERAL AUTHORITIES WERE TO GUARANTEE A DM.1 BILLION CREDIT BY A 

CONSORTIUM OF FRG BANKS TO THE GDR. THE FRG. MISSION HERE HAD NO 

FOREKNOWLEDGE OF THIS AND WERE SURPRISED TO READ THIS MORNING'S 

PR~'Ss REPORT. THEY HAVE SINCE CONFIRMED THAT HIGHLY CONFIDENTIAL 

CREDIT NEGOTIATIONS HAVE BEEN TAKING PLACE. BUT THEY DISMISS AS 

''PURE SPECULATION'' ANY ATTEMPT TO LINK THIS CREDIT WITH 

POLITICAL OR HUMANITARIAN QUESTIONS. 

2. THE LOCAL BBC CORRESPONDENT HAS SINCE TOLD US THAT A SPOKESMAN 

FOR THE ECONOMICS MINISTRY IN BONN HAS CONFIRMED THAT THE CABINET 

HAVE DECIDED TO SUPPORT THE LOAN, WHICH WILL BE AT 1% ABOVE LIBOR. 

3. THE MISSION HOPE TO BE IN A POSITION TO TELL US MORE NEXT 

WEEK. IN THE MEANTIME ANY ADDITIONAL INFORMATION BONN COULD ELICIT 

WOULD BE WELCOME. 

BALLENTYNE 

MONETARY 

RESTRICTED 

I ~ 
! 
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CHANCELLOR 

FROM: ADAM RIDLEY 
'1 July '1983 

cc Mr Page 

MEETING WITH GERMAN JOURNALISTS: JULY 4TH 

'1. The following may be of some help. 

2. These influential German economic journalists were originally 

invited to come to London by the CDU's Liaison Office here, 

following an admirable initiative by its Director, Ludger Eling, 

whcmyou may know. His purpose was to draw to the attention of 

these newspapers and their readers - all of whom are somewhat 

insular and unaware of what has been :going on here - the good 

things that have been happening recently, and which are in prospect . 

It is a consciousness-raising exercise, if you like. They will 

also be intervewing Cecil Parkinson, Norman Tebbit, Gordon Pepper, 

Walter Goldsmith, and representatives of the CBI and TUC. Their 

particular interest, as well as ours, is in determining how far 
one can talk of a recovery or rebirth of the UK economy . In 

the background there is, of course, the parallel issue of the 

extent to which economic policy in Germany and the UK can be seen 

in the same light, and cooperation between the two governments is 

growing. 

3. It is unfortunately impossible to obtain the normal detailed 

biographical information on those who will be talking to you -
it appears that the Germans do not make a practice of preparing 

such details as we do, though Mr Page may be able to extract some 

useful information from our Embassy. I shall be dining with 

them on Sunday night, and will use this opportunity both to give 

them as much background information as possible, and also to 

establish where their interests lie. I will let you know on 

Monday of anything important which I discover. 

Line to Take 

4. Since you only have half-an-hour, I would imagine the best 

thing, -after the exchange of pleasantries, (in which you might 
like to underline what a pleasure it is to see such a large and 

distinguished group ), you might like to say a few words as a 

prelude to the necessarily rather short period of discussion which 

is available. In so doing one might touch on the following themes: 

-'1-
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(i) Our basic objective / ' 79 has been to reverse the UK 

economy ' s long-term decline . This would have been a 

massive task even without the oil crisis, and an 

inheritance of a simultaneous explosion in public 

spending, the money supply and wage costs. While we 

have'nt done very well on GDP if one compares ' 83 with 
'79, the position is nonetheless an encouraging one 

under the circumstances 

(ii) The economy since ' 81 - when our recession ended and the 

worst of our problems had been conquered - has seen _ 

quLte significant growth, at a higher rate than in most 

OECD countries. Productivity has grown exceptionally , 

particularly in manufacturing, in circumstances when it 

would normally be expected to have fallen. Our exports 

have done surprisingly well , particularly considering 

that the level of sterling was widely considered to be 

so uncompetitive. Investment has remained remarkably 

buoyant , with a relatively poor performance in 

manufacturing being offset by a strong performance 

elsewhere. Again a favourable comparison can be made 

with developments elsewhere. Had we not had the American 

interest rate shock in the autumn of ' 81 and the 

sudden collapse of world trade prospects in ' 82, we 

should have had very substantial growth since the 

' 81 Budget. 

(iii) At the level of detailed policies, we have already 

achieved a remarkable amount. Though the level of 

public spending has not actually been brought down in 

real terms below what it was, there can be no country 

in the industrialised worl d where it has been kept down 

so effectivel y for so long. We have made enormous 

The myth of the I progress in the area of prjvatisation. 

"nRtural monopolies " has been largely detonated. 

We have not only achieved a good deal in the disposals 

already completed, but won the political argument hands 

down, and are now approaching the remaining state 

industries in much more r adical way than other countries 

We have introduced a vast array.of measures to help 
maJor 

enterprise. There is no otherjcountry which has abolished 

exchange controls. While the taXJburden has sadly risen, 

we have managed to do a great deal to improve its 

-2-
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incidence, in particular to eJieve the pressure on 

industry, even if that was at the painful and undesirable 

expense of loading more on the person. 

(iv) The Government's achievements are just as great at the 

level of attitudes and expectations. As With the real 

economy, there is a massive task to be undertaken here, 

involving the reversal of the orthodoxy of 20 or 30 years. 

Our success in that enterprise was demonstrated very 
clearly in the election and the associated opinion polls. 

Those voters who supported us and most of those who 

supported the Alliance demonstrated their clear conviction 

that our approach was right, and the old Keynesian 

corporatist philosophy undoubtedly wrong n 

(v) The prospect for the future cannot be discerned clearly -

we are sceptical of long-term forecasts. But we see 

a clear path to lower inflation in the years ahead; 

a GDP growth rate which, unless the world goes mad, 

should continue to be in the 2o/o-3% zone, if not more. 

And we. are already enjoying not only substantial growth 
in consumer demand, but in capital expenditure this year. 

(vi) On the policy front, there may have been some surprise 

or disappointment at election time over the fact that the 

Manifesto was relatively unglamourous. That surprise 

was totally misplaced. The last thing that one 

should have sought was a dramatic change of course, 

sudden radical gimmicks or a squalid exercise in 

marketing. What the Government promised to do, rather, 

was to carry on with the tried and proven policies it 
had already introduced. That should be and is very 

reassuring. It was notable how little our Manifesto 

was an issue, or was attacked during the election. 

The path to economic success, like achievements of 

genius , consist 's. of 99% hard work and determination, 
and only 1% inspiration! 

(vii) The international dimension is also very important. As 

soon as we had got our own domestic economy under some 

sort of control, we did not hesitate to turn our minds to 
the important problems of the international economy. 
The previous Chancellor played a major role as Chairman 
of the Il"'F Interim Committee, and we are working hard 

wherever we can to build on that initiative. The 
problems of the international economy are rather like 

_-;z;_ 
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those of the UK. There is no single simple answer. 

Much hard work and countless individual decisions are 

needed, and in that connection the opportunities of 

collaborating wit a like-minded government in the 

Federal Rep b~ic of course is rticularly important 

and welcome. 

A N RIDLEY 

-4-
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FROM: J PAGE 

CHANCELLOR ~ ww-fett.. 5fJ ~ a. ~- c c l'1r Hall 
~ tt;..· ~t~ t,... w._..; a v ~ ~~I; l'1r Monaghan 

J) ~ ~~ {j-IMMe.J ~~~ ca.c.t<~y f~r.,~-ptd .. r~'t . 

~7 BRIEFING FOR W GERMAN ECONOMIC JOURNALISTS 

I attach a telex received from Bonn this morning together with 
"if' 

some notes from the Adenauer Foundation office in London. 

~~ 
J~. 





"I' ••~, 

T 
262-405 T F~S Y G 
2 S'?r 11 PRDRME G 

• 
GQA WHt:N 

TKS , . . 

BONN/FCO 00 1/ 01+ 
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FROM B IS UONN (CAMA RA ) 
TO MR J OHN PAGE, CHIEF PRESS OFFICER , TREASUR Y 

l tJIMED I ATt 

========== 
GRPS: 200 

SUc3JECT: BR IEF ING FOR I!J. GERfV1AN ECONOMIC JOURNALISTS 

ALL JOURNALI STS INVI TED ARE HIGH LEVEL , VERY INFLUENT IAL ECONOMIC 
JOURNALISTS, WELL-DISPOS ED TOWARDS US, FROM I MPORTANT 
tONSER VAT IVE PAPERS. THE Y HAVE BEEN INVITED TO LONDON BY THE 
KONR.A. D ADENAUEF( ST IFTUNG SPEC I F ICALLY TO FI ND OUT ABOUT CONSERVATIVE 
ECONOMIC POLICIES AND THE ST IFTUNG HOPE THAT THEY WILL WRITE 
FAVOURI\BLE AND ENCOUR AGING ART ICLES PUTT ING ACRCSS OUR ECONOfvliC 

PO LI C I ES IN A.G OOD LIGHT. THEI R POS ITIONS ARE AS FOLLOWS: 

DR HANS D I ETMAF~ t3ARB I ER (SUEDDEUTSCHE ZE I TUNG): HEAD OF THE 
ECONOM IC DEPARTMENT OF THE l30NN on- ! CE , 

HE RR HE INZ BECK (D I E WELT ): AS ABO VE 

HERR PETER HORT ( FRANKFURTER ALLGEM EINE Z.E I TUNG ) : AS A80VE 

HER R DR DI ETER P I EL (D I E ZE I T ): SECOND ECONOMIC MAN IN TEAM 
OF TWO IN THE BlJNN OFFICE, ALSO WRITES FOR THE BOERS EN ZE I lUNG, 

HER R HORST SCHMITZ (CAP ITAL):· HEAD OF DEPARTMENT f 'OR BANK ING 
. AND 11\kSURANCE' MATTERS , 

HERR HANS- HENN ING Z.ENCKE: WR ITES FOR 13 REGIONAL PAPERS 
ON ECONOM IC MATTERS:---

ENDS 
NNNN 

SENT AT 04/0803Z DM 

262405 TRSY G 
2 977 11 PRDRM E G 
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GERMANY: BACKGROUND ECONOMIC BRIEFING 

1. Recovery pr~.e~have improved considerably since late last 

year. GNP may have risen ~ per cent and industrial production 

by 2 per cent in the first quarter after falling sharply in 1982. 

Business confidence has picked up. As a result forecasts of growth 

this year have been revised upwards to around ~ to one per cent. 

Official projections still show only ~ per cent growth for 1983. 

But the pace of domestic improvement has slackened as orders (which 

were affected by temporary factors} and other indicators have not 

maintained earlier trends and their are doubts over the strength 

of the recovery, and particularly over the future path of investment. 

Output is however now expected to grow by 2 per cent in 1984. 

2. With such a modest recovery the rise in unemployment will not 

be checked and could reach 9~ per cent by the end of next year. 

Consumer price inflationJnow running at around 2~ per cen~ may 

fall a little further this year despite the one percentage point of 

VAT increase in July. Modest wage growth should help prevent any 

rapid upswing next year. 

3. After three years of deficit the current account was a 

surplus in 1982. It is expected to increase this year though 

how much depends on the strength of the export recovery. 

4. German money supply (CBM) grew at an annual rate of 15 er 

cent in the first quarter - well above the Bund~s-JhanKs 4-7 per 

cent target. This rapid growth,however, reflected at least ~ partly 

upward pressure on the deutschmark before the EMS realignment. 

Growth slowed in April and we have assumed this continues in the 

rest of the year to bring CBM back close to its target range, 

folillowed by a growth of about 5-6 per cent a year for the rest 

of the forecast period which would be closely in line with nominal 

GDP growth. In these circumstances, German interest rates ,.tglilt be 

able to remain around the present 4-5 per cent - particularly 

if other factors are strengthening the DM. 

/5. The Kohl Cabinet 

CONFIDENTIAL 
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CONFIDENTIAL 

5 . The Kohl Cabinet agreed the draft 1984 budget at the end of 

May. Within a medium term plan to reduce the Federal deficit 

progressively from DM4lbn this year to DM40bn in 1984 and DM24bn 

by 1987, the budget maintains the policy of restructuring expenditure 

in favour of the corporate sector (particularly investment) at the 

expense of the personal sector . It plans to limit. . total 

expenditure to 2 per cent nominal growth and makes substantial 

c U-ts of around DM6.5bn in social expenditure. 

6. We share the Government's desire to reduce the deficit of the 

medium term but accept both the OECD's and IMP's concern over the ---speed with which this is_ achieved .They argue that too rapid a reduction 

could impair the strength of domestic recovery . 

7 . After a sharp fall in output last year the German economy, 

despite some uncertainties, appears to be recovering though growth 

next year remains below that expected in either US or Japan. 

8 . Summary t table of selected economic indicators is below: 

Germany (percentage changes unless 
indica ted ) 

1982 1983 1984 1985 

GDP growth - 1.1 0 . 4 1.8 3.0 

Contributions: Domestic Demand- 2 . 4 1.1 1. 8 2 .0 
External Sector 1.3 - 0 . 7 o.o 1.0 

Consumer Price Inflation 5 . 3 2.7 2 . 1 2. 2 . 

Current balance ( $bn) - 7 . 8 3 . 3 3 . 3 5 . 6 
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NOTE OF AN INTERVIEW GIVEN BY THE CHANCELLOR OF THE EXCHEQUER 
ON MONDAY 4 JULY, AT 11 DOWNING STREET, ~0 A GROUP OF GERMAN 
ECONOMIC J .OURNALISTS • (~I•S•T• A;T .. 'I',A,C.~,D) , . , 

The Chancellor opened the session by outlining briefly the Government's 

policy both in the past and in the future. In 1979, the Government 

found itself set with the task of . reversing many years of -relative 

economic decline, compared with the rest of the industrial world. 

Broadly speaking, they had embarkeq on a two-pronged policy: 

(a) macro-economi-c They had re-emphasised the importance 

of a financial discipline as the framework of the 

economy. This discipline took the doub:ile form of 

restricting the growth of the money supply and reducing 

the Budget deficit. 

(b) mi·or·o-·e·c·onomi·o · The Government had set out to restore 
--"1 ' 

market forces to . a more prominent part in the economy, 

by the abolition of controls on pay, prices, dividends, 

hire purchase etc and particularly on exchange control. 

The UK now had no exchange controls, after having had 

forty years of one of the most rigorous systems in the 

world. There had also been an extensive programme of 

privatisation. 

2. As well as this framework of policies, there had also been the 

innovation of the medium term financial strategy. The importance 

of this was that it was intended to be pursued consistently over a 

period, with no more chopping and changing of policy. The consequences 

had more than fulfilled expectations, especially with regard to 

inflation. The UK was now one of the low- inflation countries in the 

OECD after having been for a long time one of the high ones. There 

had also been impor tant gains in manufacturing productivity, as well 

as fewer strikes and more industrial peace. Industry had been through 

a very difficult time, and unemployment was very high, but the 

1 
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Goverrunent had felt confident enough in its strategy to go to the 

country last month and the election result had justified that 

decision. The policy would therefore continue on the lines 

already planned. 

(, 

3. The Chancellor then invited questions from the German delegation . 

Q. Was there ove·manning ·in Bri·tish ;industry whi·ch :was now being dealt 

with, · and wha·t wer·e ·the· pr·os·:ee·cts for· ·the abs:or;etion of: that portion 

of ·the ·labour f ·or·ce· which wa:s: be:i :n:g made :r :edu:ndant? 

Q. 

The Chancellor said that there had been overmanning in the past but it 

was now being dealt with. This was one of the causes of increased 

productivity. 

unemployment. 

It was also of course one of the causes of increased 

He was however optimistic about the prospects of 

re-absorption. Substantial numbers of new jobs were being created 

all the time, even if not at quite the rate of those that were being 

lost. As the recovery continued, and overmanning eventually came to 

an end, the balance between the jobs being lost and those being 

created would be reversed and unemployment would begin to fall. 

It would not be easy, especially with the technological changes that 

were happening at the same time, but the rate of rise in unemployment 

was certainly slackening. 

4 . North sea oil had obviously be·en ·a ·great help during the period 

of adjustment, but was it not a limited source whose exhaustion might 

cause problems? 

The Chancellor agreed that North Sea oil had been a very important 

source for the UK, but reminded the delegation that it was important 

to get it into prospective. North Sea oil accounted!•fbr only 5 per 

cent of GDP, and only .a slightly higher proport ion of tax r evenue . 

Some businessmen thought North Sea oil was actually harmful, because 

of the effect it had on the sterling exchange rate. It was certainly 

true that the oil would eventually run out, but this time was soma way 

"' ahead: he expected the UK to be self sufficient into the 1990s. 

The peak year of production was probably 1984, but declina from there 

on would only be gradual. 
2 
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Q. 

Q. 

s. Was· ·the que-s·t ·i •on ·of· UK menilier·ship ··of the ·EC now -s:ettled? 

Did the Chanc·ellor· ·agree: that: the'· :U:K :and F·RG had :a: :s:pe:c:i :al r :e:l :a'tionship 

in the· ·c·ontex·t · of· the :f :u:t :ure: deve:lopme:n:t : :of' :the: ;EC? 

The . Chancellor ·said that he sincerely hoped the question of membership 

had definitely been settled. Within the Community the UK was 

definitely very close to the FRG. The policies of the two Governments 

were very similar, and they also had a common interest in the reform 

of the Community budget. He was anxious to see further development · 

of the Community but this would be impossible without reform of the 

budget. This would do more than anything to remove British doubts 

about the wisdom of continued membership. 

6. Had the EMS met the hopes of its founders, and on what conditions 

would the UK be prepared to join? 

The Chancellor said that he thought the EMS had served member States 

very well. The UK had no objection in principle to joining, but it 

was a matter of pragmatic judgement. The problem still remained 

sterling's position as an oil currency, which meant that changes in 

the oil market tended to have the opposite effect on sterling's strength .. 
in the foreign exchange market to that which it had on the currencies 

of the rest of the European Community. 

Did the Government see the second phase of its economic policy 

as the distribution of income ·in fav·our of profi-ts 1 and was there 

any chance of an incomes policy .being introduced to achieve this? . 

The· Chancellor said that there was definitely a need to rebuild profits, 

and this was happening. Incomes policy, as understood in the UK, had 

not historically helped Government policy at all. It had tended to 

impose rigidities, when the real .need was for more rapid adjustment. 

Even those cases where an incomes policy had produced short term results, 

the eventual problems had far outweighed the initial benefits. He did 

not think there was any future in the idea of the Government determining 

3 



private sector pay, and he pointed out that iit had always in the past 

proved politically disadVantageous; every Government with an incomes 

policy had lost the subsequent General Election. 

. Q. 8. Did the Government intend to reduce general · income .'bax levels, 

or to provide selective -a·ssi·stance for example in the capital taxes? 

Q. 

The Chancellor admitted that frem 1979-1983 there had been a borrowing 

and a budget deficit, and that taxation had been too high . The 

Government had however decided that the top priority must be to get 

borrowing down, and to do this they needed to increase taxation as 

well as cutting expenditure. But they had been able to reduce income 

tax, and also the taxes on industry, especially the National Insurance 

Surcharge, by increasing VAT and the yield of the North Sea oil taxes. 

The possibility of future tax reductions depended critically on 

keeping Government spending under control. . Public spending had a 
., 

natural tendency to increase, and there were particular difficulties 

with Local Authority spending. 

9. Was there -any possibility of high-interest policies in the US 

ending, or that other countries could become more independent of the 

US economy? 

The Chanc-ellor said that he .was very concerned with the US budget 

deficit, which was structural rather than cyclical. He thought, 

however, that if the European countries could manage to maintain a 

conservative fiscal and monetary policy, they ought to be able to 

decouple themselves to some extent. Continued high interest rates 

and deficits in the us, . he thought, might pose problems for · \ the 

duration of the US recovery. 

Q. 10. Was the Government using the income from privatisation to reduce 

deficits, or to ·stimulate· produ:c:t :i:vity? 

The Chancellor said that the main aim of privatisation was to stimulate 

productivity, although in the early years it was also having a 

beneficial effect on the former. The Government was pleased with the 
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progress of its privatisati.on policy: , the · _Britoil sale, for 

example, had been the largest share issue ever made on the Stock 

Exchange. Plans were now well advanced for the sale of BT, which 

would be even bigger. There were also other projects in the 

pipeline, and others still under review. 

Q. 11. What would ·the· Chan;cellor· ;l ;ike; ·to see achieved or changed in 

EC policy? 

The Chancellor said that he valued UK membership of the EC very 

highly. He was most suspicious of ideas that would lead to 

increased expenditure. All member States were trying to keep a 

very tight curb on their spending at national level, and he thought 

the same considerations should also apply to the Community budget, 

especially the CAP. The failure to reform the CAP was inhibiting · 

further successful development, because it was providing a road block. 

The UK and the FRG had a common interest in the budget problem because 

they were the only two net · contributors; ·he felt sure that if they 

could co-ordinate policy, they could make their influence widely felt. 

JJ. 

MISS J C SIMPSON 
5 July 1983 
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PRIME MINISTER'S VISIT TO BONN 

I enclose Robin Butler's record of the conversation which 

took place at a working dinner between the Prime Minister and 

Chancellor Kohl on 21 September (I have sent you separately a 

record of the tete-a-tete conversation which preceded the 

dinner). 

I am copying this letter and enclosure to John Kerr 

(HM Treasury), Robert Lowson (Ministry of Agriculture, Fishe ries 

and Food), Jonathan Spencer (Department of Trade and Industry), 

Dinah Nichols (Department of Transport), Richard Mottram 

(Ministry of Defence) and Richard Hatfield (Cabinet Office). 

I should be grateful if you and they would restrict circulation 

of the record to those who have an e ssential operational need 

to know of its _contents. 

Brian Fall, Esq., 
Fore i gn a nd Commo nwealth Offi c e. 

SECRET 
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SECRET 
NOTE OF A WORKING DINNER BETWEEN THE :PRIME .MINISTER AND 

CHANCELLOR KOHL AT THE CHANCELLERY ON WEDNESDAY, 21 SEPTEMBER, 1983 

Present: 

Prime Minister 
H.M. Ambassador in Bonn 
Mr. F. E. R. Butler 
Mr. A. J. Coles 
Mr. B. Ingham 

************ 

European Airbus 

Chancellor Kohl 
H.E. the German Ambassador to 

London 
Herr Boenisch 
Herr Lautenschlager 
Herr Starbreit 

Chancellor Kohl said that a decision would have to be taken 

next winter about Germany's participation in further development 

of the European airpus. He was not proposing a s u bstantive 

decision on this occasion but would like to ask the Prime 

Minister to look at the matter and have a further discussion 

when they next meet, before a decision had to be made. His 

own provisional view, without having access to the detailed 

financial conclusions, was that if Britain and Germany decided 

not to participate in the airbus project, it would peter out 

and this would be the effective end of a European aircraft 

industry. This might be a decision which would be regretted in 

the long term, and his provisional view was that it would be 

worth going ahead on these grounds, even if the financial 

prospects looked: unpromising. 

The Prime Minister said that she would be prepared to 

have a further discussion about this with Chancellor Kohl. The 

view of the British Government had hitherto been that the project 

should only go ahead if the aircraft would have a commercial 

future. It would not be worth building an aircraft which required 

substantial public funds, could not be sold and had to be 

imposed on national airlines,which would then require a subsidy 

to run it. She agreed in principle that it was desirable 

to retain both an air frame and an aeroengine industry in Europe, 

ppt she reminded Chancellor Kohl that there was already European 

co-operation on the Tornado and consideration would have to 

be given to a new combat aircraft. 

/Chancellor Kohl 
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Chancellor Kohl said that he was asking no more than that 

the Prime Minister should look at the matter with an open mind. 

He agreed that a careful market analysis should be undertaken, 

but was inclined to think that a military European aircraft 

industry would not be viable unless it was underpinned by a 

civil aircraft industry. 

Economic Developments 

In reply to a question from Chancellor Kohl about the 

development of the economy i n Britain, the Prime Minister 

said that growth was probably running at a rate of about 

2 per cent this year. There were continuing difficulties 

in certain industries, particularly shipbuilding, steel (especially 

special steels) and coal. In the medium term, exports were 

likely to be depressed by the debt problems of the developing 

countries, the disappearance of surpluses among the oil 

producers and increasing competition from the newly industrialised 

countries. The electronics industries were flourishing and 

creating new jobs, but these were still not quite keeping up 

with the decline in jobs in the older industries and the under

lying rate of unemployment was continuing to rise slowly. 

Chancellor Kohl said that the problems in Germany were 

very similar. Unemployment was declining slightly at present 

but was likely to increase again next year, which would be 

the first of a three year peak of school- leavers as a result 

of a bulge in the birth rate. He had had to appeal to the 

employers and trade unions to find an extra 30,000 training 

places next year. This appeal had been successful and 45,000 

new places have been produced, Another problem for Germapy 

• •. , was an excessive number of people cominp: out of universities. 

Unless there was a reduction, which the Goverrment were now seeking, .tbere woul< 

be 100,000 excess teachers by the end of the decade, Germany 

too was facing problems through the decline in shipbuilding, 

steel, coal and fishing. The prospect for exports was not 

bright, and the only industries which were doing well were those 

~~ which catered mainly for {?xpor!)demand, notably building, 

chemicals and motor vehicles. He felt that the United States' 

economic policy, through its effect on interest rates,was doing 

/more 
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more to create an anti - American feeling in Europe than the 

deployment of missiles; but he saw no prospect of achieving 

a change before the United States presidential elections. 

The Prime Minister commented that President Reagan would 

agree on the desirability of reducing United States interest 

rates. But he had been faced with a problem because his 

predecessor had neglected defence expenditure and boosted 

social programmes. President Reagan had restored the defence 

programmes but had been unable to persuade Congress to make 

any further cuts in social expenditure. He had also 

relied on a belief, which she considered fallacious, that 

growth would generate revenue which would subsequently reduce 

the budget deficit. She thought that the United States' 

economy might run into problems even before the United States 

elections, through a resurgence of inflation. She drew 

Chancellor Kohl's attention to the measures taken by 

Mr. Lubbers to contain wage and pension costs in the Dutch 

budget, while increasing VAT and reducing the tax on 

companies. 

Chancellor Kohl said that he had himself frozen civil 

service pay until mid-1985, and had spread the uprating of 

social security benefits so that one year's uprating had been 

removed. These measures were affecting more than half the 

population. The provision of jobs for school leavers in 

Germany was impeded by the high rates which the unions had 

negotiated for them: the Government did not make any contribution 

towards training places at present, but he was planning to 

introduce a contribution in the following year. A considerable 

problem for the German Government was the State Railway system, 

in which the deficit was expected to increase by some £600,000 
~ 

in the current year: considerable reductions would have to be 

made in the network, and these would be very controversial. 

/European Budget 
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European Budget 

The Prime Minister said that she had been worried by 

indications given by the Italian Foreign Minister during 

Signor Craxi's visit to London that the Italians were not 

expecting a solution to the European budget problem in December. 

She would deplore it if the impetus imparted by Chancellor Kohl 

at Stuttgart was lost. Much would no doubt depend on the date 

at which the European budget ran out of funds, but she was 

in no doubt that a fundamental reform had to be made, since the 

Common Agricultural Policy was now ridiculous and the system 

of financing was grossly unfair both to Germany and to 

Britain. 

Chancellor Kohl said that he had not changed his position 

on the budget. The European Community was politically essential 

to Germany, but it was no good having the European Community 

as a roof to Germany if the roof was leaky. It was absurd 

that milk was now subsidised by 120 per cent. In his view, 

the sorting out of the CAP and the system of financing took 

priority over the development of new policies, He was not 

opposed to new policies provided that these problems were first 

solved, 

At Chancellor Kohl's invitation, Herr Lautenschlager 

reported on the progress of discussions so far, He suggested 

that it would have been wrong to expect much progress to be made 

before now. In Brussels this week the positions of the various 

countries had been clearly stated, and negotiations would begin 

in earnest in October, The German Government regarded the 

. exp'ansion .. of the budget as linked to enlargement, since they 

did not believe that it would be possible to enlarge the 

Community without an increase in own resources, The Prime 

Minister questioned this view. Herr Lautenschlager continued 

that the Commission's proposals on agriculture created problems 

in relation to external trade, the proposed milk quotas and 

the tax on oils and fats. But, since eight countries out of 

ten were not even prepared to accept the Commission's proposals, 

Germany was inclined to think that proposals on the lines of those 

pu>t forward by the Commission were the most that were likely 

•rro rr· jto be 
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to be achieved. They would have the advantage that a subsequent 

change in the agricultural regime could only be authorised by a 

special meeting in which Finance Ministers would take part. 

The Prime Minister commented that she regarded the Commission's 

proposals as unacceptable in certain respects. There would no 

doubt be pressure to exempt small farmers from quotas. It was 

unlikely that a fundamental solution would be found, unless funds 

to finance the policy were no longer available. 

Chancellor Kohl said that he sympathised with the Prime Minister's 

view that the Common Agricultural Policy would only be reformed 

through pressure on its funds. He regarded the problem over milk 

in Germany as being one about dairy factories rather than farmers. 

He wished to continue to support, for social, ecological and political 

reasons, those who relied on farming for their main income. They 

were essential to the stability of German society. He did not believe 

that small farmers were inefficient. Whereas 18% of the German 

population had been full-time farmers in 1950, the number had now 

diminished to about 5%. But a result of the CAP was that industrialists 

had set up milk factories containing cows which never saw the light 

of day, were fed on imported fodder and kept entirely to produce the 

milk which attracted subsidy: this was not farming, and he did not 

wish to support it. 

The Prime Minister commented that she did not dissent from what 

Chancellor Kohl had said about the case for maintaining a healthy 

agricultural sector: she too saw a healthy farming sector as 

essential on economic and social grounds. But she did not believe 

that this justified the current CAP. Help for small farmers who 

faced special problems in particular areas should be provided through 

the national aids. But she saw no reason why small farmers should 

• • , ~a~e a right to sell their produce at a guaranteed price, when 

no-one would think of giving such a guarantee to other small 

businesses. It would be essential to take this opportunity to devise 

a policy which was basically sound and was not merely a patched-up 

compromise. Chancellor Kohl commented that there did not appear to 

be much between the British and the German positions in principle; 

but there would clearly be problems in working out the details. 

I Concluding remarks 





Concluding remarks 

Chancellor Kohl said that he warmly welcomed the Prime Minister's 

visit to the British Forces in Germany. This demonstrated confidence 

in Germany also, and solidarity at a time when fateful decisions would 

have to be taken. The British Government could rely on the pledged 

word of the German Government, and in their will and resolution to 

do what was right. The reform of the European Community was important 

but was secondary to the maintenance of peace and freedom. The 

Prime Minister said that she would only want to add one thing to what 

Chancellor Kohl had said. She regarded the European Community as a 

major factor in the maintenance of peace and freedom: that was why 

she was committed to membership of it and why she regarded it as 

essential to find a fair and lasting financial basis. 

21 September 1983 
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~ COUNT LAMBSDORFF 1 S VISIT TO LONDON, 1 NOVEMBER 

~ 1 .. Our telno 926 to the FCO set out German ideas for 
Count Lambsdorff 1 s discussions with lir Walker, Mr Tebbit 
and Mr Lawson. For those preparing briefing it may also 
be useful to have the following account · of Count Lambsdorff's 

_ present personal position. 

/'lj:\ 2: One must begin with' the so-called Spenden Affair. Our 
1 ~ -:---- last report was Peter Torry 1 s letter of 10 October to Colin 
~~::.)'b ) l"lunro (not to all) but for newer readers the essentials are 
~ these. There is a suspicion that Lambsdorff, to~ether with 

other senior politicians (some now in opposition), may have 
used their ministerial authority t6 grant the favour of tax 
exemption to companies in return for donations to party funds. 
Lambsdorff strenuously denies any wrong-doing. Investigations 
have been continuing for a long time and the next significant 
step v1ill be the announcement of a decision .by the public 
prosecutor i~ North Rhine Westphalia whether to lay charges 
against Lambsclorff or not. If he does Lambsdorff may Hell 
have to resign immediately. Such developments may come as 
early as the end of October. But no one really in the know 
is telling. 

3. 'rhis is not Lambsdorff 1 s only problem. He has also been 
under attack for failing to take a proper grip on economic 
problems, in particular those of the steel, shipbuilding and 
coal mining industries. Such assaults have come from the trades 
unions and management, above all in the steel industry 

G~our telno 893). Lambsdorff' s political rivals also reckon 
~ they ~ave found a weakness here which they have been keen to 

explo1t, Franz Josef Strauf3 of the CSU for one. so·me of these 
critics, for example in the ste~l industry, are passing the 
buck of course. But there is no doubt the criticisms are made 
Hith feeling; Lambsdorff's own tough and direct style will not 
have won him much kindness · in return~ 
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4. Lambsdorff has responded to these attacks with typical 
forcefulness and courage. It was noteworthy that he was 
prepared shortly .before the Land elections in Bremen to 
enter the bear pit of one of the affected shipyards and tell 
the work force straight that further aid from Bonn could not 
be expected. In this he earned the respect, · if not the liking, 
of those present but he was also running the risk of being 
blamed for any fhilure by his party, the FDP, at the polls. 
As expected, the party did indeed do badly in Bremen and were 
voted out of the Landtag. But any weakening of Lambsdorff's 
personal position was in the event countered by the success 
which his party achieved at the same time in the more important 
Land of Hessen. \ ~ 

~- Officials to .whom I have spoken in the Economics Min{stry 
admit to have detected no slackening of lambsdorff's grip, 
rather the contrary. The only proviso, and thi~ may be 
something of an indication of the stresses on La~bsdorff at 
the present time, is that he seems to be showing more than 
his usual liking for fo·reign travel, and this can take him 
away when decisions need to be made. 

6. Much the most striking indication of Lambsdorff's own 
attitude, however, is the speech which he gave earlier this 
week at the opening of the major food trade fair in Cologne, 
ANUGA. He took this task over at short notice (in fact from 
his party boss, Genscher) and used it as an opportunity to 
deliver a particularly hard-hitting and impressive speech. 
His targets were his present critics and those who advocated 
the false policies of greater government interventioR rather 
than less. He gave a good account 6f his present mood and 
general approach and I attach some extracts. The only caveat 
I should enter is that this was a speech rather than a detailed 
exposition of actual policy. It will continue to be of 
greater _practical interest to see the extent to which political 
expediency or failing courage lead the Federal Government to 
compro~ise in following the free market ideals which 
Lambsdorff represents. 

cc: J Graham Esq, HM Treasury 
J Arnott Esq, D/Energy 
C Munro Esq, WED/FCO 
A R Paul Esq~ ECD(I)/FCO 
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EXTRACTS FROM THE SPEECH BY THE FEDERAL MINISTER OF THE ECONOMt, 

COUNT LAMBSDORFF, AT THE OPENING OF ~IE ANUGA FOOD FAIR IN COLOGNE 

ON 15 OCTOBER. 

I am confident that the world economy is beginning to 
recover and that this process will continue. The tempo of 
inflation has clearly d~clined. The oil market has eased. 
The process of adjustment is continuing. 

There are still serious risks - the crlsls of indebtedness, 
high real interest rates, the inclination to resort to protectionist 
or interventionist measures. We all know that the breakthrough 
to a lasting economic upturn has not yet been achieved. It is 
therefore all the more important that all countries follow 
policies which support the process of convalescence for the 
world economy which Hill in turn have a positive effect on 
their own efforts. 

\ 

The situation differs from country to country but in general 
economic problems are essentially structural. They cannot be 
tackled by conventional economic policy instruments. They might 
perhaps be successful in the first instance. Thereafter the 
impulse would not be carried over to the private sector and 
this above all because the fundamental ·~auses had not been 
addressed. Nothing 'at all is achieved simply by the Government 
cdllecting money and using it for public investment or employment 
promotion programmes. At the end one is worse off than before. 
The task of structural adjustment requires a patience which many 
people do not have. It can be supported by social measures 
particularly with regard to youth unemployment. · 

Our main task remains to strive for a new ~conomic st~ucture. 
The call for more government is v.;rong. Experience sbows that 
public involvement in companies can lead to everything except 
better economic performance. Therefore it is not a question of . 
providing companies with 11 concepts 11 for solving their problems 
as is time and again being demanded for the problem branches of 
steel, coal mining and shipbuilding here . Were we to do this for 
the steel industry, then why not also for its customers and for 
the steel working industries vJhich are affected in their own way 
by the steel crisis? 

In the Federal Republic we are folloH.ing just such a policy 
of positive structural adjustment and it has been successful. 
After almost two years of stagnation and a sharp decline in pro
duction, both production and capacity utilisation have clearly 
improved since the beginning of the year. 

How is it possible then for people to claim on the one hand 
that the Government 1 s policies are wrong while economic develop
ments are positive - and not as it happens just based on a 
somewhat volatile export demand which has formerly Qften been 
the case and which has only improved in recent months, but of a 
revitalisation of domestic demand. 

/We will 
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We will pay attenti6n in making all our decisions to the 
consistent application of market economic principles because 
such poli~ies are the b est way of strengthening the basic 
economic cstructure. We will follow policies which strengthen 
small and medium sized companies for they are the heart and 
motor of progress and competitiveness. 

I am accused of lacking an overall concept of economic 
policy and of inactivity. If one looks more closely, usually 
b ehind such accusations lies the call for more subsidies or 
more involvement of the state in . the economy. I confess 
t hat I.§.!!!. guilty of this form of inactivity. 

The Government will be successful, but we shall need 
stamina. 

-·-----· --·----~-·-·--------------
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TELEGRAM NUMBER 952 OF 26 OCTOBER 

e M 

•t.NFO SA V•!!NG PARii\S Ef.1BASSY BRUSSELS ROME THE HAGUE ATHENS COPENHAGEN 

DUBL·Iotl LUXOIBOURG UKREP BRUSSELS UK DEL OECD C·liCC (G ) CGS rl•~ FRG 

B~IG BE RL!bll I 

ESCR!I;TT' S LETTER OF 2l OCTOBER TO M<ISS LANGLEY JUDD, DTtll. 

LAMBSDORFF TO RES ·I.GN? 

1. THE FEDERAL ECOUOI-!ICS MI1NdlSTER, GRAF LAMBSDORFF, W>ILL BE 

Vci ~SH!T I !NG LONDON ON 1 NOVEt·\BER AGA:Jq.jST A BACKGROUND OF 

GRO~I~G SPECULAni~N HERE THAT HE MAY SOON HAVE TO RE~IGN 

BECAUSE OF H·liS ALLEGED tliNVOLVOIENT ti!N A LONG-RUNNd<NG SCANDAL 

•liNVOLV:I;NG THE F· i~iAIKdNG OF THE POUI•T.ICAL PART:I:£5. THE FRANKFURTER 

ALLGD'IE!I ·NE ZE · ! ~TUNG OF 26 OCT0!3ER HAS REFUELLED SPECULATHK>N BY 

REPORH!NG ON lhTS FRONT PAGE THAT THE QUEST\I()N OF A SUCCESSOR 
\ , 

·I~ UI/DER ACT,hVE CONS•I.DERAT>ION. 

2. FOB ALMOST H/0 YEARS, THE BONN PUBL·IC PROSECUTOR HAS BEEN 

>1-I~VEST! IlGATdiNG ALLEGAT•I.ONS THAT. .A NUMBER OF LEAD-liNG POUI•TII.C•I:AtlS 

FR0~1 THE THREE MM~ PARN£S, ~liNCLUDohNG LAMBS DORFF, rt"''PROPERL Y 

ACCEPTED F:llNANC>I~L COIHR·I::BUTii~NS FOR PARTY PURPOSES FROM A lEADti:NG 

GERMAN COI,.PANY, FUICK. lllN ADD lii•l{)tl, LA1>1BSDORFF, ;.tiN H·I:S CAPAC• IiTY 

AS ECONO~i·liCS Ml.tl·llSTER, ·· I~ ALLEGED TO HAVE GRANTED FLaiCK A Hu.GE TAX 

EXEMPT:i{)IJ iHl RETURN FOR DONATti-ONS TO THE FDP. LM1BSDORFF AND THE 

OTHERS ,l,!vVOLVED HAVE CONS•I.STENTLY DEf.HfD THESE ALLEGAT·!()NS. 

3. THE CHAilCELLOR'S PRESS ADVIISER ACI':ER~~ .Aim, WHO diS ONE OF HI~ 

CLOSEST CGNr·LDANTES CONF·iRMED TO US TH I;S WEEK THAT THE PUBL•I.C 

PROSECUTOR HAD DEC·I<DED TO BR:i:;IG FOR~lt.L CHARGES AGA·I'f~ST ABOUT 6 

PEOPLE !! iNVOLVED •Iii> THE ArF A·IR, •l:t~CLUD.WG LA~iBSDORFF AND TWO 

FORI",ER SPD Ft i'i~ANCE l·lljflq!STERS, MATTHOEFER At~D LAHtJSTE·h~l. THE 

PRESS ARE SPECULA~I~G THAT THE PUBUIC PROSECUTOR ~ILL MAKE KNOWN 

Hi'S DEC•I"S·! ·O:; :SY THE EHD OF THI:S \:.'EEl':, BUT THE Ft:DERAL CHAt~CELLtRY 

EXPECT THt.:S TO SL•I;t' UNHL THE END OF IJOVa~BER. ~~ THE PUBL·IC 

PROSECUTOR DOES B~I~G CHARGES, THE NEXT STEP ~ILL BE FOR THE COURT 

CONCERNED TO DECiillE WHETkER TO PROCEED ~ITH A T~I~L. THERE COULD BE 

SEVERAL WEEKS BETWEEN THE PUBUI~ PROSECUTOR'S DECI6•10N AND A 

DE:C:!:S.J;Qt·J BY THE COURT. 

4, THE GEtiERAL V:lfW HERE ·I~ THH LA~~BSiJORFF COULD REt-iA.::N ·I:N OFF·!CE 

off THE PUBLd;C ?ROSECUTOR BROUGHT CHARGES BUT THAT HE \·/OULD 

HAVE TO RES·I.GI> 'r.'E?.E THE COURT TO OPEN THE B l;t.L. BOTH ACKEfW, ANt~, 

AtEJ THE 1-IIN''S TE~ OF' STATE AT THE HDEP.A!- CKMi CELLEP.Y, ~JHO •iS ALSC 

A KEY MEMBER OF' THE CHANCELLOR'S ~~~CHEN CA~:~ET, HAVE HOWEVER TOLD 

US THAT THE PUBL•I.C PROSECUTOR EV·I·DENC€ li.IS . FL'l ~lSY 

/1?-Nl:J 
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AND THAT d•T diS THEREFORE NOT CERTA•If.l WHETHER /.. COURT 'rt. lt..l DEC•IUJE 

TO TRY THOSE CHARGED. THEY MAY WELL BE R >I~HT. BUT THE CRti!TER•IIA 

USED BY THE PUEL•IC PROSECUTOR iliN BR•IING·IlNG CHARGES AND BY THE 

COURT •llN OPEN-liNG PROCEEDI~JGS ARE BROADLY S•lf+lt.AR, MII:: •ItT r. fJS 

UNUSUAL FOR THE COURT NOT TO OPEN PROCEEDd;NGS rif" THE PROSECUTOR 

BR· I~~GS A CHARGE. 

5. AT T~IS STAGE, NO-ONE REALLY KNOWS WHETHER LAMESDORFF ~ILL HAVE 

TO RES~~N. BUT BOTH ~DU AND FDP PARTY HEADQUARTERS ARE TAKH~G 

THE POSSrlili-lt..illTY tlmCREAS:IINGLY SERrf()USLY. FOR ALL THE CONF~IIDENCE 

ON THOSE AROUND THE CHANCELLOR THAT LAMBSDORFF ~Ill BE ABL£ 

TO HANG ON, iJIT 1!6 ALSO' CLEAR THAT THEY ARE G•I..Y•l!NG ri!NCREAS·:W·IG THOUGHT 

TO POSS·hBLE SUCCESSORS. STRAUSS ilt liGHT L:l>t<E THE ECONOt·lJ.ICS MlltN;JSTRY, 

4ND THE CS~ HAVE ALREADY l~lill CLkl~ TO ~~ SHOULD LAMBSDORFF GO. 

BUT THE CHANCELLOR W:ILL WANT TO KEEP STRAUSS AT B~Y AND SHOULD riiT 

EVER COi·iE TO THE PO.HIJT, ~I:S ~'!~ELY TO PREFER AN t:"DP SUCCESSOR. 

ADVANCE COPllES TO PS/SOS 

PS/CHANCELLOR 

PS SOS DTtli 

PS/SOS D. EN 
Y/ED 

FCO PLEASE PASS ABOVE SAV:Ia~G ADDRESSEES EXCEPT C•liCC(G) CGS : tl!'l FRG 

BMG EERL·J.t~ 

TAYLOR 

F e.o I YVH-f ~f.W;.j..l... D 

h{~C:J 
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CRANCELIJ)R ~ Sep2~ate copies 
E:CONm'liC SECE.E~ARY 

From: A J C EDHAl1DS 
28 October lS33 

cc ChiP.f Secretary 
Nr Nidd.leton 
N .. 't' Mttler 
l1tr Umtin 
Nr Fitchew 
Nr Bostock 
.Hiss Cou.1.'t 
.Nr Natthe·rrs 
Nr :Peet 

Eere Tiet-meyer has ~e€..:1 to come to I.ondo::-1 on lf.cnda:-t. Tlte programme L : 

as follows (pro;risio!'la.lly) : 

4 .. 15 pm 

5.00 :pn 

6.)0 Ui!l 

(at l~test ) 

Discussion ri th Char.cel-or end Economic Secret?...ry 

Discussion con-tinues with Economic Secretary 

Eerr Tist'meyer : eaves ::c::: Eea.throw. 

Nr Fitchew and I rill be i n att endance • 

.2:9~§. 

2. Tre? . .s-t:r.f Hinisters 1 pri.m2..ry concer!'l. shou.J.d be to per.21.1.a:ie Ee~::::· 'Iietm€yer 

to a.ccerJ't the points in the Chc.ncello:::- 1 s lette::: of 27 O:::tob'er (CU".nex .!.) 

and to fra!!lo? the :forthcomi!lg German paper for the aepara.tory G:::-oup a.ccc~~nglj' . 

3 e 1-li.nisters will also wish to leave Herr Tietmeyt;r in no <b t ·:-; t as to the 

strength of the Eri ti s....'l C-overru;:er;. t 1 s ·determination to o bt.ain an ar:r:angcm.ent 

which vill genuinely, reliably and: perman-ently solve the :prcble;n of budgeta:r::v 

imbalances • 

. 92.:rr;'~. u_r_oP,9s2.1 !i!.~ 

4. The Gerrna.."ls v:ert:· all set on Mon1ay to table a dEm~""ing paper s•::tting 

out a Ge:r.m2:n 'model' Ear solvi:n.g the imbalances :probleru ( 2.r'~'1eX 3 ) . Eerr 

Tiet~eyer \-18.8 persuaced by tbe Chancellor Z..'"1d the subsequent message from 

K0 10 -to post})one tabli.ng the paper. Re did however make <'-'1 ext.emled oral 

1 
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"~ J;e senta.tion in this week's Prepa.ra.tcry Group t:.8etirg at Lu..--cer· :J01.Lt'g in 

a i ch he comm.i tted himself u.""lequi vocally to tabling a papP.r _·or the 

x t Prepa.ra.tocy Group meeting "t. ·:?gir .. ning next \iednesday. ris~ oral 

· sent<:.tion covered most of the material in the suppressed paper, including 

that the problem should be ny~asm·ed t.: s a receipts deficiency 

• ~ble:n, z>.s proposed by the Dm es. Ee did however leave open the possi bili"ty 

t:> f usiP..g a. formula. like the UK' s safety-net forr •• ru1a to li.mi t the burdens 

t\'0 measured. 

5. The rllain po.i.n±s in Rer.c Tietmeyer's oral ex:p::. sition .,,ere ! 

The solution should have two elements - the Cc:tl1nission' s modulated. 

VAT plus an amended version of the Danish e)~endi•ure/receipts 

meche.nism, i.nrplemented by deductions from VA.T contributions . 

'I'he Commission 1 a !llOdula.ted VAT cottld be regarG.ed as dealin.g w'"i th 

the problem of the UK 1 s rela.tt~la.rge shat"e of gross contributions. 

For the rest, the measurement of burdens to be corrected should be 

based on the so-ca.lled 'expendi tu:re gap 1 or ' receipts gap 1 , as 

measured by the Danes: ie the differe!1C·? bet,..een member states 1 

a.c"tual receipts from the budget and vh&t their receipts would have 

been if their share in total Com;:r;u."li t"-J expendi \.-u_---e/receipts had been 

the same as the i:r share in Con:l!.!!Uni t--.r GDP. 

'I'he German Government had still to decide bet....,een two \tays of 
wculd 

correc-ting the burden so me r..sured. ':.,n.e/be to lim..\ t it as in 

the li"K 1 s safety net formula to a sma ..ll perce~1ta.ge of the G~P of 

the country concen1ed, that percentage being a. f1;nction of relative 

prosperity$ But benefitting member states vonJ.d be expected to bear 

in addi ti.on a proportion of any excess of their receipts f>'"'a~.) over this 

limit (one-third fo:c countr ies with less than.l20 par cent of 

Community average prosperity ~d ti¥o-tbirds for more prosperous 

countries). 

l:.JlOther possibility would be to rebate to member states \d th 

t:.nfavoura.ble receipts GC'-?S 2. perce:.Ytage of those e7aps which v:ould 

reflect relative prosperity- ( say) 60 per cent for O"JJ.ntries with 

90 per cent of Cornw.mity avera.ge prosperity, falling to 15 per cent 

for cou.YJ.tries 'd th 128 per cent or more of Comumni ty average prosperity. 

2 





U.1.de:r both 2.0proaches, the reliefs w.ou.ld be fir:anced by .£'-11 

member states in acco:rdd.!."!Ce with the shares-key pr·oposed by 

Fra;nce (a. key vt ich would reflect s.ha_._--es in Cor-;;'"i'l.m...i .. ty re -~·~i;t~ 

ar.d relative prospe2·i ty a.s '.well as V}.T shares). lk:n..:fi ttin:; 

member. st~;. -!;e s wo'ttld have to contribute, under this key, ·b Jchdr 

or,.;n reliefs (and those of others). 

G~:rma.n_E.9ti Vf:§. 

6. From om• recent exch2.nges with the G9 rma.""ls, the followi..'1g points 

.~.. Tie·tmeyer seems t r) be ve1-y nmch in the lead O'!l thls q:ae sti ) !1 

i.:1 the German Cover:went: the 'Ge~an model' seems to be r..is 

0';1!1 c1.·eation. 

ii. Re is ll'Illch less concerned t:b..an the iT~ about obtaJ .. n.:ing a. genuine 

iii. 

uppex· limit on net contri b:1ti o~s. His main stated concern is to 

al t e :: the Comw.m.i ty 1 s a.n:angement.s so that other member states 

will h(?.Ve a. financial incentive to joi.n C..-ermany 2.."ld the U.K in 

r es isting proposals for ex;>enditu:c:: .:.ncr~:a.ses. Eis unsta:wd. 

jLJ:igment may be that Gerv-...any \rill g-ai..:1 mo:-e ·oy m.i.."limising the 

reliefs given to the UK tha~ by going fc~ a real limit for 

L'l corr:mo!l with his colleagues in the G':!::-~a:n Foreign Of.f.:.ce, he 

see;ns trl">~'illing t.o :pm·s:tw a. tactic of insisting on a . :::-eally 

satisfactory system of safety-net limits in ret'L.-n ~or q'":reem:nt 

to an incr!:·3...se in own :resources. Ins t ead., he is much cc·~'ce~1.ed 

about 1n -:: ·;sotiabili ty' and un"::i.lling Jc.o go too :fax in opposing 

the wishe s of France and the lo'"' cot:...'!tries. Ris instin~t is to 

respond to cr iticisms by offering concessions and. conrprcmi.ses. 

7. Tietmeyer's prcpom~.1s attracted both praise f'.:..•v:l critiCism from other 

member st.ateB in ·the p:::·epara.tor.r r;-roup. T'ne C-e::cman retreat f=-om the concept 

of net contributions wa s wa:r.:mly welcomed.; but the following critic isms were 

made: 
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i. the proposals \·Fere too generous to the Germans t hel.ilselvas -

c ::c:pensating them th...'t'ee times over, thrm.t,gh modulated VAT,

the receipts mecha."1ism and the financing key. I n f<~d, as 

Tietmeyer :po:i.nted out, Germa:ny •c~oulc1 not b8!lefit in all yoars 

from modulated VAT. 

ii. All member states wh.) '\1/0uld be net loser s from modulated VAT 

declared their firm opposib.on to it -France, Italy, the 

N>S'i:herlan ds E<.nd Denmark. 

iii. Host me1r.~er states also eX!_-;:ressed fi.l"'m opposition to the 

French financing key, 't-rhlch would help only Ge:L"'I:any ar1d the UK. 

T'.::1e Germ~"1 proposals (especie.lly va.riar:t 2 ) would be pa...~icularly 

u..11favoura.ble to Italy (se-e tac les 1 a..""l.d 2 be1o•..,., column 7). Italian 

opposi ti:, n ~ay therefore be e:..-pected to hardc 1 once the :aa."'lca d' Italia 

have done their S'U!l1S. 

,k"'TT!.icat,ions for UK 

e. F-rom the UK 1 s point of viev, tbe main prob i ems with Tietmeyer1 s 

oral version of the Ge!:ma..'1 :proros2.ls are thos e set out in the Chancellor 1 s 

letter - use of the receipts €:,"2.? to !!leasttre the problem :Lnstead of the 

net contribution; the :b.igh ma."t'ginal rates of contribution w:Uch \o-.~ sbou.lt: 

have iD make to inc:::-ea.ses in om• measw.-ed burden over the de fined limit; 

and the idea. that benefitting countries should contribute to t heL · O\Yn 

reliefs. A furthe::- problem is the un.necess.a.:::-y concession on adm.inistra.-ti ve 

e.x:pendi tu.-""'e. As tables 1 a.."'1d 2 belmv Ehow, both vari a"lts of the German 

scheme would hav :? relieved the tri of less tha..'1 r..alf of , our net contribution 

for ),982. 

0 .,. As a ta.cticc:.l matter, the Gem~1s 1 s decision to tC'!.Dle such proposals 

at this stage is most unfort'una:te'.. But they are CO!m:'l.i tted to doing so .. 

The task has therefore tobe to Emit the damage as far as possible by 

persuading them to leave the door open to eoluticns whi.ch the U'.cC might 

be able to accept. ':..,.ne Cham ellor 1 s letter su,ggssts four ways in v.hich 

this might be achie>-ed: leaving open other possibilities for me2.StiTing 

the bu_~en to be corr-::cted ; dropping or criticising the second fo:r-mula 

v<l:'!:'iant; dropping the suggested surcha:ege percentages from the first 

variant; a..'"ld dropping the, idea. tha:t bene f ici2.ry co\.mtr:te s should contribute 

to their ow-n reliefs. }1i.cisters will ;fish -to go thro'..l.gh these possibilities 
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with Eerr Tietmeyer. It '-o uld also be u.sefuJ. to su.ggest the possibility 

of a less expensiYe concession on the tr8atment of ad.ministratiy:; 

expenditure. 

10. If the Germa.'1 paper were aDencled in the above "Jays, it 'lrould leave 

open the possibility cf a scheme U.."lder \>'hich the btl.T.'den to be corrected 

would be measured on the basis of the difference between sha.res in receipts 

and own resources (a roundabout <my of defining the net contribution) and 

a safety net li.mi t applied to this burden, ~dth a pro'Vision ~.,rhereby beneficifu-y 

countries would make a small contribution to excesses in their b~~ens as 

defined over t,heir limits. Something on these lines could be a reasonable 

outcome for the ul[. 

11. The Chancellor has asked about the possibilities for excluding le"ft"ies 

a'ld duties from the calculation of ne t contributi.ms a.'1d compensating for this 

by higher rates of compensation. I will, if I m.ay, ccmment on this and 

related possibilities in a separate note. So far as the discussion ~~th 

Tietmeye:t' is conce:!.."'nedf the m~..in points a.:ce: 

i. It is ~-mportant for the UK to sta.."'ld by its atta.cl"..m'.:mt to 

net contributions as tbe best measure of the problem: the 

point. is that the problem consists precisely in the fa.c·t 

that the gross c:o:1tributions paid by ta;...-payers in Bri t<.".in 

are so much larg-e::- tha..Tl our gross receipts from the budget, 

with the :result that we r.ave "b tr2.l"...sfer huge s-i.1Ins of money 

ac:r-oss the ba..lc>.:nce of pa.y-.nents every month to ct her member 

states. 

iL If Tiemeyer is umdlling to mentim. the possibility of comparing 

receipts shares with o·wn resou.rces sh~s, l1inisters could say 

that if he colild even mention VAT .shc.res as a.n alternative to 

GNP sh.a:res in measuring the bu.:den, that \lou.ld be an h urr·:>vement. 

birruo ·t2::.is~ 

12 ~ Yri.nisters may like to begin by tha.""l.king Herr T.ie:tmeyer a.g~un for post

poning circulation of his paper a.nd for including in his oral sta·c :·:ent the 

possibility of a lilti ts fornrv.a. closer to the UK' s o\.;n. conce}?tion. The:r 

tt:d.y like to suggest tba:t the sir:r::>lest strtlc·blu·e for the discussion might be 
- letter 

to go tb.xoUc-6 the points in the Chancellor ' s/ in . turn. 
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Q£nitral atrtJ:roa~1 (pe.rag:eaph 2) 

J;::ropha.sise that German ::p8J)er could help the neg<)tiation enormously if 
leaves 

~~-:::nts way to (or at leastjopen possibility of) a solution vthi.ch UK 

accept. If paper does not do this, it could set the negotiation 

Our fear about Gemans 1 earlier paper was that it would not meet 

criterion. Much relieved by more flexible position wf'..ieh Tietmeyer 

£"1 prep.cu·ator.J·group discussions. IT'A:'s pe>...rticular roncern is to 

a.g:reement to a.rran~ment which will genuinely solve imbalances 

lastL"lg basis . This implies L"'1 partj.culax -

measuring problem correctly 

setting l~~its at reasonable levels and 

a.f..equa.te protection if ,_mderlying problem gets worse over time. 

proposals do raise difficulties for u.s U..'1der each of these headings. 

~?ciples doubtless more im:porta..TJ.t than numbers at this stag-e. But note 

-" , on our calculations, both '\"2.riants of German scheme would have 

~ted to the UK less 

;£"'. Final de2.1 wi 11 y'/ ""' 

than half of Ol~ uncor=ected net contribution for 

have to be nr.J.ch more fc.Youra.ble to UK than this, 

.4· . 
As we see it, problem consists ":)recisely in the net contribution -

·;,'/~ 
,, ~- tax:payers in UK contribute so rrn.;.ch more to budgBt than beneficia.:::ies 

'l .. &-" .. 
~ ,/',,~- -

. -~ commu .. "lity policies in UK receive from budget, so that UK hc>..s to . 

1/ · ... vP large transfers across balance of "PaYments eYery month to ethel.· 
·;?.--·~ - • 

r;et buC.,.:-et contribution not a perfect mea.sureme11t but · ,.',)"'r sta. tes • .t:/r,..•· -
·· .,. ..... ter thc>....n a'rl;rtbing el2 ,. and has provided baas for ad hoc a.:tTaz:~gements 
//* ; 

,r J,z.et few yea:rs. 
//'' 

..-0 romun.a:utaire ~ 
···~() '../' 

Others find it convenient to criticise concept as 

tr~s is ru1 obvious tactic for net recipient countries • 

contributor countries should not be u_ ut .off by such tactics. ~ ,,. t 
t / ,,.. 

'}, (; - Appreciate that d..i .. fficul t for you to return to your ea!.'lier :posi tio:n 

" 
0 

your paper nex-t week& :But difference behreen CUP and receipts shares 

~,J ,fi.nitely understa:tes the uK:'s problem. For reasons explair.ed in letter, 

.,rjnr~ot rely on modulated VArT; to solve problem. It does not focus on 
l r 

. ·o1)lem di.rectly. .And it is anyway highly tm:popular vti th other member 
1'/f.. . 

Httes. So hope you \vill le aYe open possibility of measuring burden by 
tP '" 
r
1 

tffe::cence be b ;een rece5..pts and own resou.:-cces shares. Appreciate that this 
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•,riJ.1 r;i.Ye result similar to net contribution. Eut tr:is has to be a 

feature of any satisfact ory aJ:£<.mgernent. Neasurement could be c2.lled 

budgetary indicator. Possibility of one o:r..· tvo other ad.justme,1ts 'vlhich 

would clisting-.u.ish ne•r~ i.ndicator from existing net contribution. 

17. £)f Tietmeyer declines to mention share of 0\</11 resources as an 

al terna.t5.ve to G:N:P shares, useful if paper could even mention share of 

VAT O'tm re ~::ou.rces as an a.l ternati ve to GNP sh2xes~ Also useful t ·1 

tL~derline that correction b2~ed on Danish receipts gap carnot solve 

problem on its ovnJ 

(c) S-;~ond lir:-i ts formula (parae.-:ra?h 5) 

16. Y.arY •,.rorried abc•Jt dynar:ric properties of yo-u:::- s r> cond f ()nr,cla (the 

one illustrated in yaur draft pa.per), As we see it ~ 

(a) If a.J.located budeet doubltd in renl terms, vi th sa..-one 

(' \ OJ 

distribution of expeni itu.re and. receipts shares a.s now, 

UK' s corrected net contribution viould appmx.i.mately 

double ·too even if our ability . o pay a.s measu:::-"?d. by Gh? 

and relative prospe:d ty :r_.:~ i not ch2nged. 

UK would bear about 56 pe!." cent of &"ly marginal increase 

in receipts gap, a..11d C-ermany about 85 per cent - after allov6.ng 

:for our contributions to o:1.r own reliefs. 

:;)oubt very much whethe:: schem:s with sucn high rates of marginal contribution 

by net cont:::.:. buto::- count:::.ies '>t:> uld a.cr~eve your objective of giving othe::-

membe:: states :inancial i~centives to oppose increases in bucget total. 

19. lienee our hope that you: might be willing to drop this va:ria..'1t- or 

at lea.st i1dica.te a st-rong preference for the GD?-relat.ed varia.'1t. 

20. Ve:.-7 gratef-,.1.1 to you for including this fo:tl.TIUla. Eut fear that, from 

1.1C 1 s point of view, you have rather spoil E: i the effect by suggesting the.t 

countries benefitting :rom reliefs should themseJ.Yes bear one-third or 

two-t hl:!."ds of the oo'U!lts by which their burdens exceed their lim.:L -ts. 'le 

calculate t hat, after allowing for coJ:tributions to ou:c m·tn reliefst UK 

v1ould in fact be ex;>eci::ed to bear no less tha.'1 43 per cent of a.'T',{ increase 

in its uncorrected n-et positi on , and GerL:1any 7 4 per cent . This re>_ises _ 

all t he same difi'icul ties as a:ise on your second forrr:u.la.. 
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21. Accent that it is oui te re2.sonable to air tne ideas (a.) that benefitting 
should m~~e - · 

coui1t.:.rief/ .§Q]§_ contribu:ion to incre'3.ses in t':1eir tmcorrec·ted net positions 

above their lim..i. ts, ar..d (b) that the scale o .' this cont·ribution could 

:t•eflect rela.ti ve :prosperi -~y. But UK co:.1ld not :possibly accept more tha."l 

a Vcr<J low marginal rate of contribution en excesses over limits. So 

far as your paper is concerned, problem could be solved easily by ·.simply 

dropping the one.::..thirC:. and two-thirds ma:r.:6i.na.l contribution rates "''hi ch 

you mention. 

( e) .Qc.utr5_bu-tione to 0 '-1:-:1 reliefs (pa.:r·agraph 7) 

22. With best will in vorld, car.u1ot see how one can justify e:cpe ::tin,g 

benefitting countries to contr:!.b-t.:.te to Ow'!l :reliefs. If deYelopment of 

budget is such that German and. DK reliefs both rise, consequences for om· 

marginal rates of cont~..:bution to inc::-eases in OUJ:" t :..'"lderlying net contri-

bution s potenti?2ly formidable. 

23. Appreciate you= point thatt without this provision,French would do 

too llell from your scheme. But do feel that some other solutim should 

be SOtl ;:ht • 

(f) Ad_!:n:i ::.~..§_~.!£:!i ve e..:~;;'"ld.i:s;;;:!3_ 

2.1. UK not convinced that present treatment, which assig:1s all a./l..u'li.nistrati ve 

expenditure in .Belg-ltun to :Belgi'.lm, and similarly w-l th Luxembou=g, is U-1"lfc.ir. 

Enormous advantages to host co1.mtries, 'lfhich are not fully reflected e.t al1 

in the budget figures. \\ould much have :prefen~-?d not to cffer conce-ssions at 

this stage. 

25e If you feel bou .. nd to offsr someth.:tng in t :1is area, Sllg£est two possible 

i. I:·1e princi;)le of allocating a.dministrati ve expenC.i 'D.J.re to nember 

~tates in a.ccorda...'1ce with GDP shares should be applied to 

e(lr('IJ.nis"t:rative ex:oenditure in the tmallocated budget as ,. .. ell c..s 

50 ps1.• ce:1t of c> • .Qrninistra.tiye expenc'.it-u.re in the allocated budget. 

ii. Such e:q;'lllitu.:re wouldpreferablybeallocated in r elation to 

r eceipts sha.~es rather th:om GDP shares, a.s providing a better 

reflection of the be:-1efi ts to member st.c>.tes resulting from . 

the c>.il.mini strati ve ex-s>endi hrre by the CorJ..'nu.nity. 
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othe!" matters 

26. If there is timr::; to spare, it '"ould be useful to discuss vrith E:err 

Tietmeyer the future course cU.Q.~_neg-ot .iat:i.:_12_!1§., as he sees i.t. 

27. Other subjects which he is 15.kely to raisa aJ..'e ~§. and the 

.strict fi!!<i,~ O<u..idel4:.,~ for 2- ,s;:ric.ul tural e:x-pendi tu.t'e. l<lr Gray will 

be submitting notes on each of these on I<onda.y morning. 

A J C ED1.VARDS 
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· The amount of their receipts gapff· "'hich member s i;a.tes v;ould be ,.,_r themselves would 
he lirr:i. ted to zero for member st.s. tes with 90 per cent of Comrnur' . .i ty a.wn:age prosperi "ty 
or less, rising to 0.35 per cent of GD? at 140 pei' cent of Co!rl.n:·J..."lity averag·: 
prosperity, but membe:c states wou~d also (a) bear one-third or two-thirds (d~pending 
on their reJ.ati ve prosperity) of any excess of their receipts gaps over theh· G~? 
:related limits and (b) contribute to their O'*'!l reliefs (C?...l1d thoss of others). This 
system would be combined with the Cor!'Jn.ission 1 s modulated VAT. 

Expen,di ture/ 
receipts mechanism 

mecu and per cent 

Uncorrected 
net contri~ 
butions a..'1d 
_rec'=!i nts_ 

1 

B 253 
:DK 295 
D -2086 
GR 625 
F -19 
I::.-1 732 
It 1616 
L 256 
N 304 
FK -2036 

Modulated 'l'ot2J. net 
I. F'-.. I VAT( [:C?.l. . . "'.Q . d 
Gr J.nar.cl.ng .~J"'+ , _ ~ g.?.l.ns an 

j oss . .,. . ·- v d 1 ----\ 1 
1 . f oy ~r2nc.. 1 . f an o~ osses re 1e .. s , re_l-e.s --·--

- ~-'SX-. - ---·-
2 

24 

498 

3 4 

31 
21 

105 
14 

130 
17 
71 
7 

48 
78 

-31 
-21 
-81 
-14 

-130 
-17 
-71 
-7 

-43 
420 

5 
17 

~101 

-13 
17 

-184 
-1 

-1E2 
7 

-117 
537 

6 

-14 
-122 
-94 

3 
-314 
-18 

-233 

-165 
957 

Comments on fig-~ 

:Percentage 
shares in 
fin:::mcing 

. .net :relJ:efs. 

32.7 
1.9 

17.2 

1. Column 2 calculations use average G:)? pel' hec>.d 1980-82 in a Cormm.1!'!.ity of 1'2 at 
current ~£rket prices ~~d exchange rates. Col~~ 3 figures use 1982 figures in a 
Comnn.IT>~ t y of 10 at CtU'rent market prices a.."ld exchar-..ge rates. ColU11'!:1 5 is taken from 
the Commisr>ion 1 s recent pa.pe::-:- and. uses an average of GD? pe:::- head at pu:cchasing 
power pa.:t.•.i..ties and mru:-ket exch? ... ng-a rates in a Community of 10. 

2. F'or 1982, receipts mechar.J.sm would. have provided g.ross reliefs of some 500 
mecu for UK a.."lc some 25 mecu for G~rmany. 

3. !:1 te::ms cf net outcor:1e, scheme as a whole would have r e lieved V6: of less 
than half our uncorrected net contribution fo:: 1982. 

4. Effects on other member states : Gertncll1Y wou.ld receive no net relief but would 
contribute fairly :modestly to tn:t s net relief. Francef :Denmark a..Tlci Netherlands 
'\-Jou_ld be<.>.:r.· ma.in burd.en of financing U".!Ct s net rel i ef. 

5. Dynamic properties: 

(a) if allocated budget nou.bled in real terns, with S2J~e distribution 
of expendittlre .,..,"ld same receipts share<> as nov, U'£ 1 s corrected net 
contribution vo1.J~d rise by less tha!'l 100 per cent but still su bsta...'1tially. 

(b) UK would bear 43 per cent of any increase in its receipts e~P; 
C-eJ."'ncmy 7 4 per cent. 

*Th;-;;c;ipt;-·i?aP is def:..';et~he ·-difference bet\<~e;m-m--;;ber states 1 ':?~1;\ re';"~i."pts 
from the allocated budg"f!t <-...nd. what their receipts vould have been if their share of 
totc>~l exp;mdi ture/ r12ceipts had been the same as their share of Community GllP. 





GER~~U~ MODEL : VAHifu~ 2 (per cent of receipts ~P rebated) 

ROUGE ESTINATES 13ASE'.D ON 1982 FIGURES 
~-----~·----------

Hember states >Tith 90 per cent of Community average prosperity would be expected 
t o bear 40 -per cent of their receipts gaps, rising to 85 per cent a t 128 per cent 
of Corn:muni ty average pro ~,--peri ty, but the ,ralue of the corresponding reliefs would 
be reduced because member states Vi"Ottld have to contribute to their o .. m (and others') 
reliefs. This system would be combined with the Commission's modulated VAT. ·· 

E..".Q .:mdi tu:re/ m~cu and per cent 

Uncorrected receipts mechanism 
Modulated Total no• Percentage 

net contri..; ~" shares in lc Fin~~cing Net VAT(~~~s ga.:ns a...>"J.d. 
butions a1''J:l ross . (} - ) losses financing 
recei;,?t~- 1

. f' by .French rehefs + a:1d losse s net rc?li~...fs J;,e .1~ k :_.y __ & :fiml.:~..:r~+) 
l 2 ~ 4 5 6 7 .,/ 

3 253 -70 -70 17 -53 4.7 
D:K 295 - 48 -dB -101 -149 13.1 
"" -2086 416 -24-0 176 -13 163 .J.J 

GP. 625 -31 -31 17 -14 1. 2 
? -19 156 -297 -141 -184 -325 28.5 
Irl 732 -39 -39 .. -1 --A.O 3.5 
It 1616 -162 -162 -162 -324 28.4 
L 256 -15 -15 7 -8 0.7 s )')L -109 -109 -117 -226 19.8 cr -2o;;c; 616 -177 439 537 976 

1. Re l a.tiYe prosperity ba.s~d on 1982 figures for D.:ao. Column 4 taken from 
Commission's recent paper. 

2. For 1982, receipts mechanism vould have pro~~dsd gross reliefs of some 
600 mecu for Ui:, some 150 ~~cu for France a~d some 400 mecu for Germany. 

3. In terms of nat outco~e, scheme as a whole would have relieved UK of less 
th2~ half our ~~corrected net contribution for 1982. 

4. Effects on other nember s t ates: shares of Belgium, Greece &"1d .Frznce in 
financing net reliefs f or UK a.:-1d Germany would be held dow11, but onJ.y at expense 
of very heavy shares fo·~ Italy (about the same as for France ), Den.'Ila.rk and 
Netherlam:s. 

(a) if aJ.1ocated bud~~·1t doubled in real terms, with same cl.i.stribu.tion 
of ex:pendi tu_t·a a2:d same receipts sha.:t.~es as now, uiC ' s corrected net 
cont:r.ibution '.>.'ould a-r..,.prc:dnd:.e1y double. too. 

(b) UX would bear 56 per cent of any marginal increase in its 
receipts (:,"ap; Ge:r.IDGllY 85 per cent. 

-~--·,-·---~------------------·------------------

~ ·The receipts gap is defi ned as the difference between m;:mber states 1 act;l1al rece~ u-cs 
frorn the allocated budg;;;·t and w'na.i: ·their recei nts would have been if their;hru.·e of 
totf.~l expEmditu.re/rec~iJro had been the S8LIJe a~ their share of Cor:1mur:li ty GDP 0 · 
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A. Cha.ncelil.or 1 s letter of 27 October t o Tietrneyer. 

13. German p3.per for Prepara.to:c-.r Group which Tietmeyer agree·l not 

to circulat~. 

C. Telegram reporting Chanceilor's discussions with Tietmeyer 

last M::md<> ... Y. 

D. Telegram reporting Tietmeyer's discussions with Sir }act~el 

Eutler and 1~ Edwards.on ~~esuay. 

E. Telegram reporting !vir Ridley's discussions "d. t h Tietmeyer in 

:Bon."1 earlier this month. 

F. Description and assessment of Ge2~ schemes. 
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W!LL az PRZ?ARED :o !~DICATS A STRONG ?RE?E~ZNCE FOR !:CR ~IRST 

R.:: :.ATIVE ?ROSPERITY) . 

MY ~~:RD POINT RELA:ss I': SELF 

I m;DBRSTAND Y0f3 ANXETY TE.· · NO :-fEJ.f3ER STATS SHOULD CEASE TO 

2.: VE AN INT'::F:ES'!' .: :·I :-lOLD IN 1 :. ~.~.?3 ' J !TTJRC: DOWN. F ' R OUR ?ART WE 

l3' T:-. ':: JK W.0.3 TO : :=t.E. :. 

?ROSFERI':'Y SE=:lftS TO US A ?..SASONA3~~ C ~r:: 3C~ A ~4CRE A? . .??tC F~IA·:'E 

I A?PREC!ATS ~~AT IT WOULD 

?APE:rt, 3UT ~ YJOUI.J 2AVE: ~0 O??:JSE ANY SUGU!:S.TION TEAT JGR M;.:.iG!.-

IT IS CLEAR T~AT THIS ~I:~ 3Z A 

KEY N:SGCTI.~ .. TIONS. mp,: ~ ,.,., 
.;.. ~ .. - .. 

YOU WILL NOT ME~TI0N SPECITIC RATES IN !OCR ?A?ER-
i~Y F!NA:; ?OIN:' IS T:~A·:' I ';;,: TROU3:2D BY TH::: POSSI3 ~1I~~ WE:c 

/':.::J{3ER STAT~S SHO ULD N0'1' CONTRI30TE ':'·J ·:H:S:E OWN nEL:::: ::-' S . 
I HOP::: VERY :t:UCH THAT WE CAN MEC:T NEXT· lo!ONDA ~ AN;) I J:,OOK 

EN:::s 
HCJ-..;C.. 

--- - - ~- '~ --?~~-~:~~-· · ~;·;;j;:c--· ·~ -~-~---~-----~--... ·-.. -~--·- ... ~- · - .... ··--- · - ··~-- ·-·- ·· -·· -· -· 





CCNFIDENTIAL 

ANNEX :S 

Finc.ncing the Community: Sc:curing equitable financial c onditions f::r all Hem.'oer 

States. 

Note from the German deleqation 

1. According to the stateme~t made by t....'i-)e European Cou..r1cil in Stuttgart on 

18.6.1983, t....he problems of ce rtain Member States in regard to the budget form 

p:lrt of a package of q·u~stions wHich should ultimately be O.eciaed together. 

T'ne ne~otiations t..'-lat. have meanwhile begur, have t..'-le aim, according to tl1e 

European Counc.il 's stateme!lt, of c.rrt ving c.t a more bc.lanced and eq:ui tc.ble 

situation, in financial matters also, from the st~~opoint of the interests of 

the incliviaual Member States and the Community as a whole. 

Acco:rding to the guidelines for these negotiatior!.S laid ao·.,rn by the European 

Council, the aim i.s to agree on measures which, taJr..en as a whole, will a·void 

t....'-!e constantly recurring problems between Me:tlioer S1:a':.es on t...'-le :Zinancial 

consequences of t..he CCcrlmur:ity budget arrl its ·financing. P._ll suitable -..;ays and 

mea.'rls of achieving this were examined, especially the proposals of t.he CCCll!iissio;1. 

C'..,'1d the ideas of certai_n Member States on securing egt:.itable financial co:Jcii ti ons 

for all Member States. 

2. General applicati on 

It is generally recognised_in the Community ~'-!at L!e distr~Du~ion o: L~e 

/Iinancial/ burdens among t..be He.mber States, whic.b arises frcm the fina.ncial 

consequences of the EC budget, is UI'.balanced.. Ad hoc m<>.asu:::es taken up 

to nmv have been merely te:nporar.y solutions v.-i t..h obvious Cis advantages. In 

terms of integration policy and financial plicy it is now high time that 

a .n arrangement be made, in connection with the reorganisation of Communi t.y 

finances, which will provide a permanent solution to the pro!Jle:n for all 

Member States. 
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An arrangem -:: nt of this kind will have to be sufficiently flexi~le in 

view of its objectives: on the one hand, it is necessary to create a 

L'1echanism to correct burdens on a Member State which are considered 

unr::=asonable; on the other ha..11d, t.."r).is mechanism should at the same time 

g.:.ve a cert<'in security , in t:he form of a.Tl u.:r-:9er limit, against any 

1-'lPrnber State bearing an excessively ore-sided burden. Both objectives 

fall within t:.'le well-unchrstood interests of the Camnur~ity . An 

a.rrangem e..'lt of this kind should become an int egral part of the future 

system of own resources. It must bear the future d evelopnent of the Ccnmuni ty 

sufficiently in mind and for this rec$On the upper limit should not be 

fixed.. In calculati~·, g t.."'le u r :;::er limit , distin-::tior..s will have to be crawn 

a ccorC..ing to ?-!ember States' econanic productivity. 

3. Possible ele.ments of a "svste.m of Ccmmuni tv balanc:e" -·- ----------------------:... .... _____________ -;_, _____ _ 
In view of the factor of constant budgetary imbala..11ces , a single instrume..'lt 

to alleviate the situation does not aEPear to be suffi=ient on its own. 

A soL1tion will therefore have to be sought ·th:::ough a combina::ion of ;:wo 

instruments which - going on past ex:p"'--rien ce - should apply to · the revenue 

side {_~f the buC.Je!7. Such an arrangemmt would allow th: expenc:iture side 

of the EC budget to be kept free for genuine Co:mnunity policies. 

a ) J\n a pf) ropriate ccmp:::r1ent part in an overall solution vvould ap_p=ar 

to be the idea put for..rard by the Ccmmission for an agricultural 

"modulator" which , 23 it would b e applied degressively, could at the 

same time introduce an element of fle>:ibility into a camb~ted solu~ion. 

The ;:;.gricultur a l "modulator" is necess-ary to an overall solution, but not 

sufficient. 

b) P...s the s e--..:ond element in an overall solution, an arrangement cone erning 

upper limits could be considered, wit.~ the following feat.ures:, as pro~sed 

by the Dani.sh delegation, the di.ff erence between a !-I ember State's 

percentage share i.n payments fran the EC budget and its perc~'Jtage share 

in the EC GDP could serve as a sui te>..ble cri teri.on of the /fina.t"1cial7 - -
Tbe proport~ion of Com..-nunity budge:C. exp2nditure 

flowing back to t.~e t1ErJ.ber States ( allocated e..xp=ndi ture ) should also be 

ta~en into account in this formula. 

CCN FI D:SNTil'.L 
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It seems appropri·ate to allocate. only a certain pe.rc entage of the 

admi.nistrati.ve exrenditure to the Member- St a tes i.n which t..'1 e 

Ca:nmunity ir.sti:tutions are situated. Tne re2ainder of the 

administrative ~x~~diture could be distributed among all the 

He:uber States in accorda.."1ce with their shares in the EC GD?. 

In the event o'f a f"lember Sta:'te' s share in the return flmv being less 

than its share in t he EC GDP {a negative balance), an upJBr li~it 

would be set on t_"ile 1 evel of the neg at-.; ve balai1ce, along ~.ht.., li.ne::o of the 

Brit_ish delegation's propcsal. The u:;:per limit would be c .::: fined 2..$ tile 

p2n::entage of that negative balance which is tbe best a:-1d most a}:pro-.tJri.ate 

for a Harber State, in keeping with the sum of its per cap_ ta GDP as a 

p::.rcer.tage of the EC avera~e, ::rem the point of view of a bala.."1c Ed O.istr.il::mtl 

of t.'1e {financial/ burdens amcn,)' all tb.e Men.ber States. This Up]?€r limit 

could be designed t:o increase linearly with in:::r..::c.sing per capita GDP 

as a percentage of the EC aver:~ge , up to a ::inal limi. t to be determined. 

The Member State concerned would be relieved of its burden on the 

revenue side /~f L'1e bud.:Je!:7 '.:o L'1e amount o:: tne nega.dve bala..."lce lying 

beyond the UpJEr li.m.i.t ; t_he amoun": of tr.at r e~ie:: would be t_'i)e 

_Ircx.1uct of ti1e nega::.i ve balance ::falli n:; beyorri the Uf-IB!:' limit as a 

percentage and the allocated expendi. ture in the EC budget. 

c ) The less in revenue that woulc result fran such r e.liS.: cot:.ld be made up 

by all Uw Me:nber States net for net on the rev roue side of t..1-J..e EC 

budget in the fol1awing year. In this connectio."1, a moC..if i::;..C VAT 

deducticn key taking into account the return flo•; }X)Si tion and the 

relative pros~ity of Member S~ates, mor~ or l ess as pLCposed 

by the French delegation, ap2ears to be \-TOrth consicerin; . -~. 

4.. T'ne attached diagram may se..rve to make tle=.r the Gennan delegation's ideas. 

T'ne figures given in that diagram are hy08thetical and given purely by way of 

illustration. 
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3. TH=: F"-i·~l.\NCLAL SE::;;c:nn>Y ''l'cl.CJi·!E J j, f.r~E>r':::~ · S i !LL;.'.;G:IE:3S TO 

LSOK AT OiHE~ ~lYS OF ~~~T:~G TH~ ~c~MA~ C01C~~~S ~~9 EX?Q ESSEJ 

9 , T l i:T\1c '(E:t SA :,) H '.'/IJL:LD ~E 1Ji:C::SSAiiY T-J F u ; J A SGL'H i:;J~ ''ir:-c;-l 

Fr<::~lCH TJO C2UL:l AC:C:?i', HC: T:--~l:GHT Ti-iE 1(C,y TO T~ r.s U. Y i-N ~0 ; .~; G 

so,·. ~.:: ':J:..Y TO ~~t::T Fr?ENCl-l CO.'JCE .:?i·jS ..IBCUT JEF·' ~HT 10 CF :IE7 C:JU"':(

.1,5~T· !mi3. TK:! LAE:l~L DtiSCUSS. i-0NS ';, HH THE i-".~ E:lCii 1NC\JU 3E t.JStr !JL. 

ALONG. ·I•T !f· !<2HT 3.:: USEFUL TO HA 'IE )- i;SCUSS-JC (-iS '.;•.:.irJ Be "1 AS SJC~l 

AS FiiG gJ T:-!E UK HAD SO~TC.J OUT THE·;;R C'.oi~~ ·i;r:EAS . THf.E '>~iA S ONE: 

CONCESSdON C1j DEr·-Hi,!iL!{)Ii OF NeT CONTRi3UTi,ONS 1\'h,C-l .'1-ln;HT BE 

C8riT:::t-1PLAEJ: 'J• hZ SCQ ?.-!iNG ADI-+ i!.-i l~ Tr?AT· iNE 

EX?=::tJ 1!Tut<E AT 0 1~L Y 50 ?~~ CE1H GF ·ITS ACTUt,L A:'':OUNT . T!+i~ SHOULJ 

~GT, HCWEV£~ , 3£ CJNCEDED UNTI~ A ~UCH LAT~~ STAG~. T~~ OTH£~ 
C~ANG£5 S UGG~S T£J BY F~£~CH WOULD NOT 3~ ACC~ ~ T~2LE TO THE UK. 
i=".,=.NC~-1 ·~ .. DEA FOR 2E.~LLOCATh'~G ~ :~~ "f-CliLTU:i.!L ~t ·:C~ { :?TS , ·! ~fi ? ,.t~T- i C:JL.!R, 

~·As ~J ~~T A::~?TA3l~ . 'i•T 'N.olS HA· \ ot~L'( 3Y TrrL:S ~ .. \E.:O::~s iH,\T Tr-!~ FR~~!CH 

5 'JCC~£J ·i!!'J R ~JUC'rNG TSE IJK ' S NET CONT;;:•l '8UTi{!~ F-!.GUf\:. 3Y ONE H.!l;:-. 

TiiE KEY A~=:A5 FOR FJ...'O!iNG A ( :EXT 'N CRJ UNDERLh'IEJ) R.4P?i?CC:·WEW: 

'.V•iiT'ri F~ENCH '.1E~ ~ L:I:KEL. Y TC BC: THE :=-J(NANCi?.JS OF s:..FC:TY I~E:T REL:l·fFS 

AND T:-iE FEilCENTAGE RHE OF PRCECT: !~i'l FCR NET CC~m~~rSUTCR 

C8UNTiHES BEYOND TH::: ~ Lf;,'·~~TS. Tlo€TME'fER SE::. !-1 S \'0 ACCEPT THESE 

COrH'lE~TS. 

A SOL:.J T· i.()N w;.t. I(;H D-i.tD NO"i : l,~iV OL 'lc RE:JUCT!.G!~S t"'l 'IJI·f'LN~l ?~ ·l:CE5 

~EC~~V E) 3Y GE~~AN FA~MERS. GE2MA~ GOVE~~M~~T CO~L J ~~T ACCE?T 
REJUCTi.CNS ·'<N +NC::•I--lE i='OR G£:=:i1AN FAiiME2S I.F i='~R~·E::?S cLSC:i<.'HC::::E 

-l·N CO~MIJ~~:..TY, PART,t-C!;l.ARLY ~Er:I•TER~ANC:AII PRODUS::~s , '1o'EiE E 1i JC:YI!t~S 

, in'lC2E~SC.:S ·IN THE:i..R o~,:,c;o~~E S . THEY HCPE9 TrlAT Tl-'E· •~ ,:lR~PCScJ ARRA!1GC.

~~ ,'fT ON MCAS \v'CIJU E ~IA5t::: ;I.Jir.:U!.l ?iH[;E .J·:JCREASES r.J 3E LQ•;;;::,:; T:-iA'i 

:.2. T:-! ~ F:i-·'i.A1K :;!L SE C;:( :::T A2Y SA ;,I) n;.! T THE Ga :~A.'I GCVE.~m~E:cT 

K>E 'il 8F HIE ). : ir•LCtJLTd~ S THE GEil ~iMI PRO?GSAL OLiSEJ FOR Li K GC'IER~i -· 

·'~E:;T. ~i :N OU;( 1H c'J/ H WAS Ui~.EL Y TO L:..AD TO :-il<GHC:il St.J P?OR T ?RiCES 

AND i-1-"i<GH E.:? 3UDGETAP.Y EXt=E:OhT!JRE. TH E F-1 1~4 ~lC.!.Al SC:C'I~TA ~ Y HA!\JEJ 

GVE.'~ T:-iE NCE BY I•!J.Fr , S HO\i· fi~ S C: .S T!IMAED 3UDGETA?.Y Eri='E CTS. THErt::: 

C8ulD BE ~lO CC:iHP.•i4HY OF tCT\JALLY ACH>i.CV·I<NG Ti-lE CO ~· ?:::.SATi;NG 

13. TI~TM~Y~~ S~l~ THAT G~RMA~ SOVERSM~NT ~ER~ ~~T w~JD~D T O T~~~~ 

?REC-i:..)E ~~.D ~AS AND wOvLD 3E F.cAJY TO LOCJK AT GTHE? · PCS~: 2-. ll· l•T I,E_S. 

BU T CJrm. :.ss;t {)N ' S I-DEAS '.!!ERE UNACCEPT ABL:::. SOLUT iGN .TG HHS ?R03LC:~ 

!. 4. . C:i S T::\ :i.CI F I·N A ~iCM, L GU i DE ~- r:NE; T1\'En1:: Y :O.R S !, rt •!) Tfi H F fiG COULD 

~CT GO ALONG ~i ~H ~K · S PROPOSAL. THEY COLLD ACCE?T TH:: CJM~~ss:DN ' S 

?RCPO S:. L. StJT -:-:T :!. J·D NCT GJ ;:~?. E:~JCU •3H. HE. Tr.EN CUTL.·i~ ~~EJ F;i ,i--lANS~ 

.3 
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TriAT, A5 i~ ~A~I~NAL AJMI~~ST~ATI~~S, ALL JE~:~!ONS 3Y THE CO~MU~

I,Tf' ~ ?~U•:Y CJU1lC-i\..S \'if-l ... IC:-1 PlV ::LVE S ? \::~;G h''lG :>1(\EY WOULJ HAVE 

TO BE CONS.i;DC:ri'EJ ALSO, CR POSS.I1Ei...'f A?PROVEJ 3Y H E 3UDGC:T C:)t;rJC.IL 

0.:1 ?OS~l·BLY ECOF !'l'L THE F i~A.'1C·I·AL SEC?ET~iiY SA·I!D WE ',:J Q(JLJ 3E GL.4 D 

TO li-!Jlr;'-IK ABOUT TH:i;S •itDEA. 

E. T.;,ET:.lEYE?. AGREEJ ~HAT )IT WAS -!:.MPORTANT FOR THE: T'!iO FI,NA/>ICE 

.'·t>,~Jt1.t.SB~3 TJ :<EE? <i;N CLOSE TOUCH. HE ACC~?TED THE F~'tlANC:HAL 

SE:.,'::TA;{Y'S ?O~~H PAT '.VE OUGnT T:J SEE li= :tE COULD REACH AGREE' IENT 

0N ::::;?.:-~ CF S~.=::n NET, DQSS'~'3U c:~ L-!:!IES )::SCiJS3EJ EA?.lE.:I LN :"EET·l-"JS, 

3EFJRE ~AV'i../l'.:; 7::1 - ltA TC.~Al J;-i:SCt:SS- •ONS 'F!'H:-J F::?ENCH. HHS SHOULD 

POt~T THAT THE T~O GOVE~NMENTS SHOULJ CONS JLT ~lCH OT HE~ 3EFGRE 

GGV=ii~IJ,C:'n '.i£~£ VE.i?.Y UNL:lll<:.L Y r.J ADD AT ATHENS S?ECPAt.-- CJUW::.:tt. 

TO WHAi T'io£TMEY:::~ H),.:J ALR::.ALJ'f SA.: !<D dl4 3RUSSE:LS. 

ADVANCE COP-!C:S T:l: 

~;~L:i•AMSON, DUrh£! CA?tr~;ET GFr·t~E 

EVANS, hANN.~Y, F'k!~\IJEATHE;(: FCO 

u:r~~~i.1~, F•tC:HE'i, ED'iARJS: T?.E.A~UR ''t' 

{ CC:<: F·!t.CHC.'n OF' TSYl 

AN DR cWS, A TTR.i>DG:::: MAFF. 

FC0 PLEASE PASS SA~I~G TO ABOVE AJCRESSE~S. 

HYLOR 

Fi'1...f7M.c .. F- C .. ()t-l~MlC 
F-t'-."-:M·':.... A-';_{'-...l C..v ~-.Tv KS 

E.. c..:::::> (_ \) 

CO PIE-S IO 
~D .. uS Nc..E... A L)Q1:t c ~sF.£.~ 

I f 
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s u:plus'• , modified to ta~:e sor.. ~ E:; ccou:1t o: rel.e.tive }:':'05pe:-ity; 

( c) 

(ie the s~ort~all between i:s actual rec eipts ~ro~ the al}oc3ted 

bud~et a~d what ttose refunds would have bee~ had the country ' s s~ere 

o! budget receipts ~ ee ~ the sa ~e as its share of Co~~u~ity GJP) . At 

coun tries have such a receipts [ap: ... ·-.. ,.e 

applied to set c ~i~it for th~ receip~s gap. Up to t:-. :i s 

limit a c ountry woul~ ha~ e to bear the e~tire b~rcien o! 

~hove it , t~e cou~ try w0uld 

the proportion c:' any receipts gap refun·:iec in ttis case 

wou:d be a function o f relative prosperity. 

would arpear to be a gross rather than net amount; 

{e ) fin3.nci:16 these refu.:1ds cou::d be o r: tf,e basis of a: speciel i-; e:y which 

took account of relative prosperity and the gap between r eceipts a~d 

GJ? s!:a:--~s. 
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2 . (··..:::--- ~::-e•\'"i'J'.J=: E:.:"'2:.y.=.-i~ 5;-"J: t:-.e c~~~:~:=i':';:: ~e=~~: ~i~~~~~~ o~ ~~~ e~~ ~ =:~ -' . -

about 54~ ~illion ecus a~d we have used ttis ~ ig~re in the prese~~ no~e. It is 

allo~ated tbat the Ger~a~s Fropose would increase the UK's recei~ts by 

c. ';:.out 95 rne cu. O..:.r rec-:ip':s g.::..p - the :r:·~Oposed b=:sis for co::-rectio!'l - would be 

Allocating ha lf o~ ai~inist~ative ex?e~diture between 

c ou.Ilt:-ies on t=-.te basis of G:;p sha!"es Wt~o,.llC. increase the recei;-·ts o: France and 

- b . '1 ' ue~many y s~rr1 ar amoun~s 

a:;c :..u..xerr.':Joure; by some 258 ::.ecu and 158 mecu respe:::tive:ly . 

I! th~ sc:ety-net 

we should have : -

"lirr;it" as% of GJP = O.O:J? ( y - 9J) ;;;,ere ·y is 

-. \ ' ) 

in 

ielative prosperity 

5. _ For the l.iK in a Co:r.mu:.ity o~ :...,elve in '1932 this .,.,·ould hs.ve gi v e~ a "lirr.it" 

o: L40 me:::u ( where ave::-age relative prosperity for 193J-82 is used ! or y end the 

~~e Germans , howe ver , e~vissge that t~e UX s~ould 

·~e cor.;pensc. ted fo::- o:-.ly t'v<o tr.i::-ds of the exes s o~ its receipts gap over t!'lis &UIO~'lt 

B!H~ tl-.st t:::::.E :-e:lL""ld shoulc be p::id g::--oss. Tr. i s c ase is illustrated :or 1?~2 in tte 



r •• 



~. :-:----: , ·----
-~ .. -- ... , \..:_ .. . . . -- . , .. _ 

•r . .:-.... ...... . \ .... 
--· - - --..... 
;) -·._I _;:._, -. 

c. 

)· 

4. "Li:r.it" set on :::-eceipts gap , rn-::-::::.1 

;. Ex::es.s over t~is nlirritP, rnecu 

6. G~-oss Ut: :--e:u-:-.1d i: cor::_:::e:-.. s=.::o:-. :o:- t:-. is nex::ess" is 

,.., 
f • 

8. 

iO. 

1":. 

12. 

11.,. 

-; 
~, r:;~cu 

( . ' . . -
1nc~uc:~g !~~~ce - rrecu 

!!J'O-CU 

ffi: net re:und, UieCU 

as % of i.mC 

~c2ss ove~ this limit, mecu 

G rr·• _. d ( ;> r 1 ~ ) -ross ~,;!~.. re.-. un ! o... 1 - mecu 

Total re :'-L'"lCS (including Ge~rn=:..ny) - rnecu 

L"!: fi~ancing- s~cre of re :\.L~ds, % 
rne cu 

tJ!: net re!u:.:d, ~ec:J 

&s % of IJNC 

Note: :'ables 3 C..!1d 4 s1'1o~· the calculc.tion of t::e~. e fi~ures in 
more cietail 

C
, . 
·' 

14 . ?7/: 
124 

25% 

522 

14 . ~ 
,..,~ 

' ~ 

4?0 
21~ 
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re:stive prosperity ere use6 

.. ..,_ -- ,.....CJ - ·-·. ~ 

\. 

tables 3 and 4. 

?::::ceir•.:s m'=:C~F- :""'. iSrr· C~~seC on D::ir:ish cor:v err.enc.:; fu.."1C- va:-i:s r:.t 2 

' .. t' . ii: !"'~ E-SC!: 

poin-t i.nc;e2S'? in a 9
.~ 

~. it~ rot-: o! 

would be re ~uc ed by ..... -,.ol 
: • C.../C • 

would b e reec~ea at ~27.5% of average prosperity. 

expressed al[ebraically as follo ws : 

Per centage o! receipts gap that a country must bear itself = 

40 + (y - 90) CE:; .,. 4o) = 40 + 1.2 (y - 9~) 

( 127.5 - 90 ) 

~<r~ere y is its :relative :p:--osperi ty index 

an:: perce.r.tase r ate of refu..'1d = 6J - (y - 90) ( .~ ~- - 42 ) -----------------
9J ) 

= 60 - 1.2 (y - 90 ) 

2. In 1982 the UK's relative prosperity index for a Com~unity of ~en was 97 g1v 1n[ 

us a 52% rate of refund, or some 620 mecu in absolute terms (see tables 2 and 

l.::J.s reftl..'1c, ho,.·ever, woulG. be a gross amount a.rd would translate i n to a net refund 

of about 440 mecu (se e below for more details on the financing of refunds). T::is 

a:-:Jounts to only ~ust over 20% of our net contribution (altbough ... 
1 c should perhaps be 

noted that tte co,,tributio'!'ls gap formed an u'!'lusu:;_lly large part of our tot?.:!. net 

cor.:ribution in 1932 , princi~.ally beca'.lse of the effects of exchs.:-:r-e r a te ;,o.-e:;,e:::.s 

on VA T contribut ions). 

CONFID!::!'HIAL 
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key, whereby VAT s~ares are mod~fie~ by r~lati ve ~rospeTity and Ta~ics of receipts 

to G::J.? . 1eletive pT0Speri~y c~olu~n ~)is me~sured by a cou~~ry's GJ? per tea~ at 

Comrrn.u1i ty c. ve:-age. 

S '.l.':'. to is 

co~u~n 5) to e~s~re that t~ev do. 

Ov::ra ll effects 

have nroduced the follo~ing resul t s for tte UK. 
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MR KING-EF2 . , 
\ 

. .'J."· ~~ 

- From: R B SAUNDERS 
Date: 28 October 1983 

cc Mr Monck o/r 
Mr Gordon 
Mr Pirie o/ r 
Mr I lett 
Mr Perfect 

VISIT OF COUNT LA.MBSDORFF- ALLIANZ VERSICHERUNG-AG BID FOR EAGLE STAR 

While I would not recommend the Chancellor to raise this question himself when 

he meets Count Lambsdorff next Tuesday, some background briefing may be useful. 

2. In June 1981, Allianz, the biggest German general insurance group with some 

16% of the market, ·took 28% of the shares of Eagle Star in a dawn raid. · Eagle Star 

is a major UK insurer fourth in the life league table and s.i:xth in gener a business 

with about 4~ of the total market. 

'• 

• 

3. Allianz has recently increased its shareholding to 29.99% which has automatically 

triggered an offer to all shareholders . under the City Takeover Code. The offer, 

at 500p, is thought to be too low at this stage to attract much interest from 

shareholders; the current market price is 535. The main question is whether the 

bid should be referred to the Monopolies and Mergers Commission. No reference was 

made in 1981 and the Secretary of State is expected to take a decision about a 

reference this time before the present offer expires on 12 November. There is no 

clear indication yet what line he will take. The Foreign Secretary has asked 

him to take account of the implications for relations with the German Government 

in considering a possible reference. 

4. The lead responsibility is with DTI, given their responsibilities both for the 

·MMC and for supervision of the insurance industry. The main Treasury interest is 

in whether a successful bid could have repercussions for the banking sector. 

At present, our policy in dealing with any hypothetical future overseas bid for a 

UK bank is uncertain, and the quest ion is whether the decision in the Eagle Star ., , 

case might be seen as a precedent for such circumstances. Our view is that it should 

· not, for two reasons. First, the insurance and banking sectors are quite different, 

both domestically and Community-wide. Secondly, in terms of importance and market 

share, Eagle Star is o~ very much less significance than either one of the clearers 

or, in Scot land, one of the Scott ish clearers. One difficulty with the policy. on the 

takeover of clearing banks is that, as it happens, there are no clearing banks whose 

takeover would not have major implications for either the English or the Scottish 

economies. 

- 1 



' . 



' \ 

5. As further background,I attach a copy of Count Lambsdorff's telegram of 

19 October to Sir Geoffrey Howe and .of the DTI briefing on this for Mr Tebbitt, 

who is seeing Count ·Lambsdorff the same day as he sees the Chancellor • 
. 1.>:·~·: 

Line to Take 

6. It will be for the Secretary of State for decide on reference to the MMC. 
"! ' I 

The Chancellor has seen .. C'ount Lambsdorff's telegram to the Foreign Secretary 

and is sure that the German Government's view will be taken fully into account. 

·. ' 

! .. ~ 
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S 1 R GEOFFREY HO',-/E 
LOI\!DO!'-J 

D~AR GEOFFREY ... : 

....__ ! 

- I . ! J 

. , 
1 UNDERSTAND TH.AT ALL~ANZ VcRSJCHeRUNG5-A.g, THE LA~GEST 
GEr'-i ~RAL INSURANCE GROUP IN TH~ FDR, HAS TODAY AN!'-!OUt"-lCED AN , 
OFFER FOR THE. S~RE C~PITAL OF EAGLE STAR HOLDI!~GS PLC \'!ITH 
THE 03JECTIVE OF DEVELOPING A CLOSER ASSOCIAT10N TO THe 
SEi'-lEFIT OF BOTH GROUPS AND THEIR ?HAREHOLDERS. ALLIA!'-!Z .(';.'HICH 
ALREADY 0\·/h!S 25 PERCENT OF. E. S.) HAS CLEAR~Y STATED THAT IT 
IS 1\.lQT,.-·SEEI\ING ;TOTAL CONTROL OF E.S. AND ~AS ALSO INDICATED 
THAT:-

1. 
ALLIANZ.\'/OULD VJISH E.S. TO COI'\Til~UE TO 
cE A BRITISH COtv'1PANY LISTED·Ot'-l THE STOCK E>:CHAi--iGE 
1:.' I TH ITS HEADQUARTeRS l N LONDON ( S~l·-'i I ) 

"' c.. 
ALL 1 ANZ BEL I EVeS IT DESIRABLE FOR A S I Gl~ IF I CANT 
PART OF E. S. : S SKD.RE CAP I TAL TO REt-'A IN It ·~ THE 
H.-".NDS OF THE U. K . PU8L IC( SEI/;i) 

3. 
ALL!At~Z '.·/JLL Se EK TO HAVE APPROPRIATE REPRESE.NTATIO!'\ 
Ot'\ THE E.S. BO.ARD BUT \'/OULD \'/ISH THE 1'-.. ~ JORITY OF , 
IHE BO.ARD , JNCLUD it'iG CERTAIN OF JTS REPRESEi--lTATIVE 
1 --E t·~3 ERS, TO BC ·OF BR ITISH NATIOl\IALITY(SGil) 

.· 
4. 
,L.LLIANZ \'/OULD NOT SEEK TO BE INVOLVED ACTIVELY IN 
THE DAY TO DAY ' t·lAl--lAGet•';ENT OF THe E. S. GROUP. 

/ 

I BELIEVE THE PROPOSED STRENGTHENING OF THE ASSOC I ATION 
6 ET\'/EEI'-J THE T\'JO GROUPS 8R I NG CONS I DE RAE LE i•.UTU.ll. L 2 El\!EF ITS 
AND \'/OULD BE A S I GN IFICANT STEP IN THE D~VELOFI'-iE I-.JT OF CLOSER 
COI•1t.:,ERC I AL TIES, · II\! AN I 1'-iPORT/I.NT SECTO R, 8E1V/cEN THE U.K. 
AN THE FDR. CLEARLY THE APPROPRIATE AUTHORITIES \'/1 LL UNDERTAKE 
FOR!•'AL REV ! E\'.' S OF TH IS tvtATTER. t~OT\':1 THSTANDI NG SUCn REV! E\:/S 
1~\'.'0ULD BE GRA TEFUL IF YOU AND YOUR COLLEAGUES COULD GIVE 
THIS ~'ATTER YOUR SUPPORT. 

':: ! TH J\ I NJ ;:, :: G.L-. RD S 
CTTO ~_ .. ;,<::s:·J RFF· 
r~D ::R.:...L HI ~I SIER OF 

tltJ; 
I 

~ I 
~ I 

;q(;o 



, ... -



' . 

VISIT OF COU~T ~A~3S~0RFF, : ~OVE~BZR l983 

BRIEF ON I~SURANCZ 

Points to gake 

1. Read with i~terest Count'Laffibsdorff's message of 19 Octobe~ 

to Sir Geoffrey Howe. Assure Cou~t ~ambsdorff that his 

points -·as of course the Allianz bid- will be given full and 

fair consideration. 

2. Not able to go any further at present. Awaiting consicieratiori 

by and recommendation from the Director Genciral of· Fnir Trading 

on whether the bid should be'referred tO the Monopolies and 
r 

Mergers Co1nmissior. for its ~onsideration. 

3. UK favours free rr.ovement of capital gener·ally and freedom 

in insurance markets. UK' s probably freest insurance marl<et 

in the world. !-~any i~ UK market argue tha 't unfair that fore i en 

companies can. purchase share sta:<es in UK insurers when their 

national markets are largely c~osed "to foreign insurers either 

for selling insurance ·or buying into domestic insurers. 

hearing Count Larnbsdorff's commen'ts on such arguments. 

We~come . 

4. On . freedom of services in the European Community, ·Ui\ Vel''/ 

disappointed that no agreement after 8 years discussion. UK 

raised at ECOFIN last ~onday, How does Count Lambsdorff see the 

way forward? . Any hope of progress in foreseeab:e future? 





' I 

Bac i<g rouncl 

The r:i.n ance r·:i nister is r es;;c:nsibl e in the Federal Hepublic 
for ins tlT'C>.ncc supervision. i:o ·.-J-= v<.:r , Count Larnbsdorff tal<es 
an interest i n insurance as & se ~vice indus:ry: as an 
insurbnce . COfllp any board rr.err,':::> er before he became a IV:inister 
he is also knowledeeable about it. lie teleeraplled the Fore inn· 
and Corn1nonweal th Secretary in support of the Allianz Versicherung 
AG bid for Eaale Star Hold~nes, simultaneous with the Allianz 
announcement. 

2 • The r e i t> 1 i t t 1 e to b e sa i d ab o u ·t t l1 e hand l in g of t 11 e 1\ ll i n n 7. 

bid. The DiJ,ector General for Fair TradinG has to reconunend to 
the Secretary of State whether or not it should be referred to 
the · Monopolies and Merners Commission (MMC) for report on 
whether it rnay be expected to operate against the public intcJ't!t'it. · 
The Allianz offer, unless extended, expires at 15.00 on Saturday 
12 November, after which tirne Allianz can resurne buying shores 
in the market. The Director General will b·e making his 

.-recommendation with a view to Ministerial decision and announce
ment by 11 November at latest. 

3. Count Larnbsdorff should know that the ;.u.JC would take in to 
account a range of considerations, including notably the 
maintenance and pro~Otion of effective competition, in any 
as::;essruent. · It is best not· to go beyond a brief reference on 
these lines. But given the reference in his telegram to the 
proposed takeover being a significant step in the developing 
Anglo-German comme rcial ties in insurance, it would be of · 
interest to hear nn y elaboration lie mRy have on this theme. It 
is, for exampl e, ve"::'y difficult for a UJ< insurance cornpnny to 
obtain a signif icC~:-.: s'.:.a]<e in a German one: there is no legnl bar 
but the complex pattern of cross holdines between banl<s and 
insurance compar.ies rr.eans tr.a t op;Jortuni ties seldom arise, 

4. The Federal Repub lic i s res~rictive in insurance supervision. 
The effect is tha t an insurance buyer, however strong, i's limited 
to the domestic market. Foreign insurers -but not Lloyd's 
with its unique constitution - can establish branches there but 
building up business in this way is a slow JJ.rocess, 'l'he Conunission 
8 years ago proposed a d i reo t i ve to fac i 11 tate the freed01n of 
services, ie t.he ability to sell across a frontier without hnving 
an establishment in.the recipient market. This draft directive 
is corr1!)1etely bor,ged down by opp osition from restrictive Member 
States, notably th e FRG and ?ranee . Our only consistent support 
for c. :Liberal di r ect1ve has come f rom ' tl1e Netherlands, 
Count La mbsdorff has stoutly defended the German system as for 
the D rote c t io n o'[' the consurne r Ta the r than the Ge r111an insurance 
indu~try (the bi~~est in the Co mmunity). The Commission is now 
exerting · leGa l pressure on the Germans and others to open up 
their marl<o:=ts . Count Lambsdorff may have something L" ·~·~on the 
current ~ositi on of the draft ~ i rective and how he sees 
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TELEGRAN NUNBER 962 OF 28 OCTOBER 

fW Lct'---~)~rr 

/" 
rHNFO SAV>htJG ATHENS UKREP BRUSSELS EMBASSY BRUSSELS COPENHAGEN 

DUBU!iN LUXEMBOURG PAR.OS ROf~E THE HAGUE DUESSELDORF 

FRG ECONOt·t..IC POUlCY: PR<liVATt!lSATfllON 

1. THE DEC!I•Sd{)N OF THE FEDERAL GOVERNMENT TAKEN or~ 26 OCTOBER TO 

REDUCE ~ llTS SHARE HOLD11N G H1N THE &HANT ENERGY CONCERN VEDA MARKS 

A F!H?ST STEP I·PN THEr!oR DECLARED POUNCY OF PRri ,VATWSAT~FON. Sih'NCE COUNT 

LAMBSDORFF vHtLL BE l·i•N LONDOt~ SEEdiNG BRti5TillSH M'I IN:'I,ISTERS ON 

1 NOVE!~BER, YOU MAY F,fiND TH:!lS BACKGROUND USEFUL. 

2. THE PRESENT GOVERNMENT SHARE HOL~I~G OF 43.75 PER CENT ~5 TO BE 

REDUCED TO 30 PER CENT. THE SHARES ~I~L BE SOLD EARLY NEXT_YEAR 

THROUGH A BANK CONSORM.U~l. THE GOVERNMENT HAS SAH!D THAT VEBA 114TSELF 

MAY PURCHASE A PROPORnl~N TO SELL AT A ~~~COUNT TO EMPLOYEES, AND 

HAS PO I~TED OUT THAT THE PROPOSED AMENDMENT TO THE LAW ON EMPLOYEES' 

TAX-FREE SAV<!!NG FR0~1 tHNCOME ( VER~lOEGENSBETE•lt.i HGUNGSGESETZ) 'lt t!LL 

~1AKE >1\T ~WRE ADVANTAGEOUS FOR LOvJER EARNERS TO PURCHASE SHARES. 

3. THE SALE OF THE SHARES, W· !~lTH A PAR VALUE OF DM 232 M!t.LHION, 

i!?S EXPECTED TO RkliSE AROUND m1 700 r4.>1iLLIK>N \tJH,Ii!C H THE GOVERN11ENT 

STATE W~LL BE USED TO REDUCE TH&I~ NET BORRO~ HNG REQ~!REMENTS AND 

PRESS COMMENT HAS SEEN T~!5 LAST CON~IIDE R A~iON AS PARAMOUNT. 

BUT OFFtkC•PALS HAVE BEEN AT PAI:JJNS TO STRESS TO US THE iltvlPORTANCE 

OF THE PRrHJC•J!PLE OF Dd:'SENGAGEME NT FfWr'i ACTf!NrHT~ IiE S WHtliCH NEED NOT 

BE THE<IiR CONCERN ( SUBSdiD;HAR'I iTY). 

4. NEVERTHELESS, THE DI~SENGAGEMENT ONLY GOES A CERTNijN WAY. THE 

GOVERNr,.ENT HAS NO i i!NTENNi HJ OF FURTHER REDUC11?NG THEfiiR SHARE HOLDmNG 

BELOW A LEVEL WH•l'.CH, AFTER A PLANNED ti\NCREASE BY VEBA OF fl;lTS 

SHARE CA~IffAL, W1~L BE 25 PER CENT. TK16, AS THE CHANCELLOR'S 

OFF>i.CE HAVE ADM;hTTED TO US; V/dlLL ENSURE THAT THE FEDERAL GOVERNMENT 

WI\LL RETA<I iN A SEAT ON THE SUPERWISORY BOARD AND A V~li!RTUAL RH!GHT OF 

VETO ON tJ,MPORTANT DEC>IlSii,ONS, AND Wii!.L REM kilN BY FAR THE LARGEST 

SHARE HOLDER. 
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RESTRICTED 
5. THE COMPANY (WHOSE CHki~MAN HAS WELCOMED THE GOVERNMENT'S 

AN NOUNCH1ENTl :liS THE LARGEST BY TURNOVER lliN THE FRG. t. f;T viAS FOR~'IED 

•liN 1974 AS A COUNTER-WEiliGHT TO O:ii. MAJORS rllN THE FRG MARKET AND 

AS A POSS•I•BLE PARTNER FOR OPEC COUNTRthE S WHIICH PREFERRED TO DEAL 

W!tTH A ''NATI'!()NAL'' Odi.. CQr4PANY. THE COMPANY'S O.·K AND CHEM:fC AL 

!HN TERESTS, fl:lf~ U I!NE ~~ I :TH THE GENERAL TREND, HAVE NOT BEEN D0:11NG 

WELL, THOUGH THE SALE OF HALF i!ITS O"lt.. REFl·!§NnlN G II!NTERESTS ~ l iN THE FRG 

TO THE NAniONAL VENEZUELAN OdL COMPANY AT END 1982 EASED THE 

S·ITUAT.tON CONSo!illERABLY. OVERALL THE BALANCE SHEET H'IS BUOYED UP BY 

tilTS PROF~!!T ABLE POWER GE NER AT! liON i i,NTERESTS. THERE •1'1S UI<KEL Y TO BE 

CONStliDER ABLE H~NTEREST WHEN THE SHARES ARE SOLD. 

6. STATE MENTS BY Fd!NANCE i"'t i#'Jr14S TER STOLTENBERG AND H>hS STATE SECRETARY 

T!£H1EYER HAVE MADE CLEAR THAT THE GOVERtmENT ARE DETERM,BNED TO 

CO tHti ~NUE ON THE PATH OF PR•!NAH:SATd,QN ACCORD,I\fiJ G TO AN OVERALL 

PLAN, THE DRA\t/oi~N G-UP OF \~lt hCH \r/i!'LL BE COMPLETED NEXT YEAR. THEY 

STRESSED THAT THE PROCESS WOULD PROCEED ~liTH CARE AND ~iff H FULL 

REGARD TO THE i l:lNTEREST OF H1PLOYEES. 

7. THERE i·lJS · SPECULAT•!lON BUT NO CONFdiRNAT\IION THAT THE NEXT CAND<PDATE 

MAY BE LUFTHANSA. 

FCO PLEASE PASS SA~HN GS TO ABOVE ADDRESSEES EXCEPT DUESSELDORF 

TAYLOR 

F~A-M~ ~CONOMLC.. 

1:2C-D (,) 

2. 

RESTRICTED 

( 
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MEETING WITH COUNT LAMBSDORFF 1 NOVEMBER 

FROM: J GRAHAM 
DATE: 31 October, 1983 

cc Mr Fitchew 
Mr Bottrill o/r 
Mrs Case 
Miss Court 
Mr Edwards 
Mr Pirie 
Mr Denison 
Mr Ingham 
Mr Saunders 

) 
) 
) 
) Without 
)Attachments 
) 
) 
) 
) 

You have agreed to meet Count Lambsdorff, Federal German Economics 
Ministe~, at 4 pm on Tuesday 1 November 1983. He will be accompanied 
by Dr Mueller Thuns and Dr Witt, who are both senior officials from 
the Economics Ministry, and Dr Kudlich, the Economic Counsellor from 
the GermanEmbassy in London. Some time ago you also agreed that 
Miss Katherine Pestell, the Economics Minister at the British 
Embassy in Bonn, should attend. 

2. Count Lambsdorff's visit is in preparation for the Anglo-German 
Summit on 8-9 November 1983. He will have already seen the 
Secretaries of State for Energy and Trade and Industry. The Germans 
envisage the discussion with you will cover the world economic 
prospects and the outlook for interest rates, international debt 
particularly that of Poland and Community finances in advance of the 
Athens Council . . 

3. World prospects are improving,The recovery in the industrial 
coUntries, which has been most marked in North America, is forecast 
to continue next year. Inflation is likely to pick up slightly but 
will remain moderate. 
strongly next year_ ... ~ 

World trade is expected to recover more 

. ' 

4. The_ interest rate outlook, as ever, is uncertain. US monetary 
growth has been on target since August though both the Ml and M2 
targets have been rebased. The recent jump in Ml raised interest 
rates slightly (short. term rates rose 1(4 point to 9 1/4 and long 
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rates rose to over llt per cent) though last week's fall has 
virtually cancelled the increase. However despite improving 
monetary conditions, without some agreement to cut the US budget 
deficit, lower interest rates look unlikely. Continuing rapid 
·growth, renewed inflation or undue weakness of the dollar could 
put renewed upward pressure on interest rates. A brief on world 
economic prospects is at Annex A. 

5. The German economic recovery has been rather uneven. The 
respected Five Institute's report, published last week, was critical 
of government policy and expressed concern over the sustainability 
of the recovery,. The Embassy• s repo;rting telegram and a general 
brief on the economy is at Annex B. The brief notes that we share 
the IMF'' s and OECD' s concern that German policies should take full 
account of the pace of domestic recovery. 

6. For the debt discussion, the latest detailed assessment from the 
Bank at Annex C provides useful background·. Annex D contains a 
brief provided by AEF which deals particularly with Poland and the 
FRG/GDR loari. 

7. On Community finances, Count Lambsdorff may wish to follow up the 
talks you had today with Herr Tietmeyer for which EC provided full 
briefing. You could draw on this material for your meeting with 
Lambsdorff though if any supplementary material is needed it will 
of course ,be supplied . . (AI\."'~ E). 

8. Although the EMS has not been listed, it could come up in 
discussion. For ease of reference the brief for your meeting today 
with Mr Tygendhat is at Annex e. 

9. You will be aware of Count Lambsdorff's representations to the 
Foreign S·ecretary over the bid by Allianz (the largest German 
insurance group) for Eagle Star. We doubt if this will be raised but 
in case it is Annex ~ explains some of the background and suggests a 
line to take. 
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10. Finally .Count Lambsdorff's own political future is in some 

doubt over allegations that he accepted political donations in 
return for granting tax exemptions to the company involved. Charges 
·could be brought by the end of November. The Embassy's assessment 
of Lambsdorff's prospects, (letter of 21 October and telegram no 952) 
which notes that possible successors are already being discussed, is 
at Annex M together with a personality note. The letter also 
contains extracts from a speech Lambsdorff made in mid-October 
criticising those who call for greater government intervention which 
gives some further insight of his views. 

11. To achieve some continuity for the budget discussions Mr Edwards 
will provide support. I will also attend 

J GRAHAM 





CHANCELLOR'S MEETING WITH COUNT LATITBSDORFF: 1 NOVEMBER 1983 
WORLD ECONOMIC PROSPECTS 

Points t o make 

( i) Recovery now .1Y.ndervvay led by rapid growth in North America. 

Elsewhere upturn in output is not as strong. World trade slowly 

beginning to turnround. Prospects are encouraging but higher 

~nterest rates or renewed inflation could jeopardise recovery. 

( ii) Rema ins essential to maiptain prudent monetary and fiscal 

stance. Policies should contain inflationary pressures as activity 

recovers and thereby help ensure upturn develops int o durable 

growth. Important f o r all to reduce structural budget deficits 

but US has particular responsibility. 

(iii) Int ernat ional debt scene calmer. Developing countries 

have cut external deficits. But problems persist and further ones 

cannot be ruled ou t. Renewe d g rowth, firm adjustment and adequa te 

finance all needed to solve debt problems. Import ant for IMF quota 

inc r e ase to be ra~ 1 ~ iPd soon . ReHi 2 ti~5 prGt 0 ~ tioni s~ ~sse~t i a1 

.: or gl o.bal re c ov 0 :r·y . 

(i v) See no case at this stage for an international monetary 

conference . Root of past di fficulties was imprudent policies r ath e r 

tha~ t h e system . Welcome G10 study to i dentify areas whe re im

prov ernents to existing system can be made . Convergent &'ld respo!l

ible pol i cies for monetary s tability and sustained growt h offer 

best prospects . 

"Backg round 

GDP in the major industrial countries as a whole rose at an annual 

rat e of 2i -3 per cent in the first half of 1983. Output growth 

v.a s c oncentrated in North America , elsewhe re the upturn was weaker . 

Slc;·;e r destocking , higher personal constunption and housebui lding 

~ave been the ma jor sources of gro~th. Business investment has 

ye t to recover strongly. US r ec ov ery is expec t ed to moderate from 
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2. World trade fell last year for the first time since 1975 and 

recovery this year has been slow. Industrial countries' imports 

have risen rapidly but imports by oil producers and n on-oil devel

oping countries appear to have fallen though they should recover 

next year. Trade,. g.rowth is likely to be slower than in previous 

upturns. ;:·· 

3. Most forecasts see recovery continuing next year ith the US 

economy growing by 4~ per cent after 3~ per cent in 1983. The 

Japanese reflationary package has not so far led the government 

to revise the 3~ per cent grow~h forecast for thi s fiscal (our 
financial) year suggesting growth .would have been lower without it. 

Private forecasts estimate it could add ~ per cent to next year's 
it 

growth raising/to around 4-4~ per cent. Growth in the Community 

is put at only 1~ per cent next year with French output falling as 

a r esult of austerity measures though Germany and the UK are ex

pec ted to grow by around 2 . and 3 per cent respectively. 

4. Modest recovery and labour market measures have helped s tabi li s e 

unemployment in the major countrie s and r educe it i n som e cases , 

over recent mont hs . Next year it should cant L '; 1 W t.o f8ll in ~~;r. 

uS but E-u.ropean unemploynen t is eX}):~ct e 5. to .:l '"'teriorate .f.'.rt!~ c 1' 

though a t a slo'i·:er r ate tha::-1 r:-rev .i ous ly . 

5 . I nf l a tio:r: in the rna j or c aunt J:·i ::;s has more than ha l vee sir. ,; e 

1930 and is now ~ow~ to 4 per c ent thoug~ the underlying rat~ 

( a•3. ju~:tj_ ng f or statistic:al distorLions) is marginally highe:r . I:

flation diffe;;'c: tia ls !''9""2.in wide . Bo t h French and It ali ar~ gov e'!'· -·~:-~ c ~l t~ 

are expected to miss their inflation targets this year . Some fear 

rapid monetary grmv t h since mi d-1 982 will cause an acce l eration of 

inflati on. But both OEC D and I MF see i nfl ation. r emai n i ng m oce ~·ate 

and rising on ly slightly next year to around 5 pe r cent. 

G. Aft e r declining l ast year US interest rates :p icked up over the 

su..rnme r as the Fed ti ghtened policy in rssponse to r apid monetary 

gro ">·vth earlier t his year . Short-term r2.tes reached 10 per cent 

2 





in August but have eased back to around 9 per cent now. Other 

countries took advantage of lowe r US r ates last year to reduce their 

own but this year rates in Europe and Japan, until recently have 

remained broadly stable. Lately, German rates have edged up as 

the Bundesbank so~ght to rein back rapid monetary growth. The 

stronger yen has B;;tlowea the Japanese to cut the discount rate, 

unchanged since December 1981, as part of its reflationary package. 

7. As a result of lost competitiveness and rapid domestic re

covery the US current account is growing rapidly and may approach 

%40 billion this year and %60 qillion next. This dominates the 

forecast improvement in the Japanese and German surplus. Further 

improvement in the French current account is expected as austerity 

bites. 

8. Co-ordinated intervention against the dollar in early August 

by the US, France, Japan and Germany may have had some slight 

temporary effect but the dollar continued upwards thereafter I t 

peaked in September and has fallen back since then particularly 

2["'-ins t the deutschemark and t he yen . A rising deutschemark 

<:.<c,i :r.st a we·"'k f r an c i s already provoking s peculation ove r an ot '",•.= r 

:s : ~ ~3 r ealignment. On balance the emerging US current ac count Je fi c 1 t; 

should put downward pressure on the dollar in the absence of higl.c'! r 

US i nterest rate s. Whi le timing r emains uncertain most expect the 

effectc1 ve dollar rat e to fall modestly in the short-term. 

9. Non-oil developing countries' (NODCs ) financial position 

de t e riorated las t year due to declining terms of trade, weak OEC D 

demand and higher debt service costs. In some cases inappropriate 

domesti c policies also cont ributed. Growth of net new bank l ending 

to NODCs fell mar kedly to 7-8 per cent l as t year, compared to ove r 

20 1::er cent previously. The need to adjust has cut import s and 

reduced their current acc ount deficits but no further improvement 

i s expected as renewed exports are offse t by higher imports . 

Domest ic recovery als o depends on t hei r continuing access to new 

borrowing. 

10. Debt prospects gene r ally should be improved by recovery n ow 

undeY\vay in OECD countries . Details of Br azil, Poland , Yugoslavia 

a re c overed in the debt brief. 
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Policies 

11. Interpr~tation of ~etary trends has been complicated by 

continuing effects of distortions and shifts in velocity. 

In the US this led .the Federal Reserve earlier this year to rebase 
; i 

both M1 and M2. In response to rapid monetary growth the Fed 
,f 

tightened policy over the summer. Recently monetary growth has 

slowed and all the aggregates including M1, are now back within 

their (revised) target ranges. In Europe, monetary growth is 

still towards the top, or slightly above target. 

12. Rec ess ion has thwartedmost gover nments' efforts to reduce 

budge t deficits though expansionary polic ies have been pursued 

by the US and until recently, France. The OECD estimate tha~ 

general government deficits as a share of GDP for the maj or coun

tries have risen steadily since 1979 to 4! per cent this year but 

should fall slightly next year as a result of fiscal ·restraint. 

Many European countries including France and J apan are taking action 

to reduce underlying budgets though the US has yet to do so. 

'1 3 . ·r:he ,Ta:l8 Y;e:::e ref l ationary packa&e (i.ne rPased p1..1bJ.ic works 

exp~nditure and incrnne tax cuts) is Jess of a stimulus than 

first appears . It is spread ove r 18 months a:.n.d includes the 

acc e l eration of expenditure that would have occurred ansrway . T'he 

income tax cuts are the first adjustment to the non-indexed system 

s i nce 1977 and only offset a small part of the fiscal drag since 

then. Th e effects on the general govermnent deficit (which O~CD 

expe cted before the package to fall to 2t per cent of GDP next 

year ) will be smaller than the broad figures suggests. 

14. Concern has focussed on the failure by the US Administration 

a.Dd Congress to agree how the large Federal deficit sbould be r educed. 

Both Feldstein (CK~ Chainnan) and Volcker have r epeatedly s tressed 

t hei r conce r n over its effects on interest rates and the sustainabili ty 

of recovery. 

15. Lar ge prospective US deficits co~bined with rising private 

credit demand carri es t he ris k of hi~he r inf l at ion, intere s t rates 

or both . The US authorities are concerned to avold. much highe r intere::: 

rc.tes due to the effects on int ernational debtors and recovery 
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generally. So far the Fed has avoided sharp increases in rates 

but without s ome fiscal agreement lower interest rates seem 

unlikely. Slower US .GDP growth .ahead and the prospect of cont inued 

modest inflati on should allow monetary growth to be kept close to 

( if slight ly abov~ )i; target and short-term interest rates close t o 

their current leve_ls . of . around 9-10 per cent. But continuing 

rapid output growth, renewed inflation or undue weakness of the 

dollar could put upvv ard pressure on interest rates again. 

1.6. Most industrial countries are against the idea of new 

international monetary conference. In response the G10 have agreed 

to consider how the existing system can be improved without completely 

ruling out a conference·at a later stage. Work for the G10 is 

at a preparatory stage - the first meeting is· to be in. mid-

November. It is likely to consider: the ro l e of exchange rates, 

and the effects on trade, investmen~; etc, the multi-currency 
rese~ve system and the effect of the major countries' financial 

policies on world liquidity; strengthening IIvlF surveillance and 

longer-term debt solutions such as (lengthening debt maturities, 

greater private direct i nvestment, enlarged ·.·.·orld Bank role). 

31 October 1983 
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CHANCELLOR'S MEETING WITH COUNT LAMBSDORF~ 1 NOVEMBER 1983 

THE GERMAN ECONOMY 

Points to make 

(i) World recovery now getting underway as benefits of lower 
inflation and reduced interest rates feed through. A sustain
able German recovery is vital if continental Europe as a whole 
is to share in recovery. 

(ii) Welcome reduction of inflation and signs of recovery in 
Germany but progress has been rather uneven. How does the gov
ernment judge the pace of recovery this year and the prospects 
for- next? 

'• 

(iii) The UK shares Chancellor Kohl's fiscal objectives of re-
ducing structural budget deficits over the medium-term. Criticism 
of fiscal stance being too tight (from ~MF and OECD) suggests 
policy should be implemented flexibly taking account of pace of 
recovery. What of plans for tax reform to reduce fiscal drag? 

(iv) Note German Government's stress on business investment 
recovery. Agree it is crucial for sustained growth but unusual 
for it to lead recovery. So far benefits of policy of restruc
turing private expenditure towards investment have yet to appear. 
Important that domestic activity, both consumption and investment, 
should contribute to the recovery as slow world trade growth · 
ahead may limit external sector's contribution. 

(v) The deutschemark has recently recovered from its summer 
trough against the dollar. It has risen particularly against 
the French franc. How would the Government react to further 
upward pressure on the deutschemark and possible EMS tensions? 

Background 

GDP which was flat in 1'981, fell by more than 1 per cent last 
year. This reflected a sharp decline in domestic demand which 
was only partly offset by net external demand. Towards the end 
of the year, expo::ts - too began to fall. German industrial 

production fell through 1982 to a level about 9 per cent below 

its 1980 peak. 
. "' 
~ 
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2. GDP recovered by ~bout- 1 per cent in the first half of 
this ·· year . but several temporary measures have helped support 
output. Consumer spending rose sharply in the early months 
as the savings rate fell and real incomes were boosted by the 
maturing of bonus-carrying savings schemes. Investment, too, 
has fluctuated partly reflecting the ending of temporary tax 
incentives. Doubts over the strength of the investment re
covery have been heightened by the fall in orders in recent 
months. The underlying pattern, however, seems to be of a rather 
modest domestic upturn. Signs of sustained recovery are few. 

3. Germany has relied traditionally on a strong boost from 
exports to aid recovery but many of Germany's markets in the 
rest of Europe and among both oil and .. non-oil developing coun
trie·~ are depressed. Exports may not therefore recover strongly; 
at least in the short-term. GDP is expected to have fallen 
in the third quarter but to -show a modest rise in the final 
quarter. The current official vi·ew is that growth for the 
year as a whole could be around 1 per cent. 

4. Opinions differ about the likely strength of recovery 
next year. The German Government's official forecast, published 
with the Budget, is for 2i per cent GDP growth next year. This 
is above most other assessments as both the IMF and the Commission 
see only 2 per cent growth. The Five Institutes' Report pub
lished last week was critical of government policy and forecast 
only 2 per cent growth next year. A slow growth of real in-
comes coupled with a rising tax burden may be expected to re-. ' 

strain consumer spending and in th~.· absenc-e of a strong ·
rise in domestic deman~the recovery in investment 9muid also 
be muted. 

>. 

5. Unemployment has more than doubled since 1980 but has 
flattened off recently at around Bi per cent. The relativelr. 
slow recovery expected over the next 15 months is unlikely to - - ... ~ ,,: 

be sufficient to prevent unenployment continuing to rise. The 
OECD expect that the r 'ate will increase to 9i per cent by the 

. ' second half of next year. 
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6. Consumer price inflation has fallen from 6 per cent in 
1981 to 3 ~.~r cent in September this year. It has been in
creased by the July VAT rise which OECD estimates has added 
i percentage point to the price level. · Modest wage settle
ments around 4-5 per cent should help to keep inflation to 
low levels. 

7. Short-term interest rates have fallen from their 14~ per 
cent peak in 1981 to around 6 per cent now. Long-term interest 
rates have fallen also but to a lesser extent. Official rates 
remained unchanged until recently despite the growing weakness 
of the DM against the dollar. The Bundesbank tightened policy 
over the summer raising interest rates to curb the rapid mone
tary growth in the first half of the year. The rise in the 
Lombard rate on 9 September confirmed this trend. 

8. The DM has recovered from its lows against the dollar in 
. . . . 

August. It has risen particularly against the French franc 
provoking renewed speculation of another EMS realignment. The 
Bundesbank would probably prefer to see further upward pressure · 
reflected in the exchange rate while the Economic and Finance 
Ministries would prefer lower interest rates. 

9. The DM may now start to reflect the growing external current 
surplus. After three years of deficit the current account was 
in surplus by $3~ bn in 1982 helped by a rising trade surplus. 
The current surplus for. the first . nine montps of- this .year is -now 
provis~onali~ i:>Ut=-_at

1 
DM5 billio~ (o~ _$?

7 
biil:t on) ..... ~~-T.h~ -.:Fi~e ___ ;; 

Institutes now expec~ it to_ reach DM1 Q billion next year. - ~- -" · 
.... · 

.., . 
....... J 

Policies 

' -

10. The German authorities have combined a relatively accommo-
• • .I 

dating monetary policy with ~ stringent fiscal policy. The 
overall effect has generally been to keep .. both interest rates: . 
down and the DM weak until recently, but the effects on activity 
have been disappointing so far. 

· cONFIDENTIAL 
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11~ The target growth ra;te for Central Bank Money (CBM) was 
set at 4-7 per cent for the year to the fourth quarter of 1983. 
In the ea; ly months of this year, however, the money supply 
grew at an annual rate of 11 per cent. This was blamed partly 
on capital inflows ahead of the March EMS realignment and 

. I 

partly on the maturing of large savings schemes. Monetary 
growth slowed considerably over the summer, as policy tightened, 
but by September had still risen at an annual rate of 8 per cent 
since 04 1982, ie still above target. 

12. The German Government remains committed to reducing 
structural budget deficits and switching private expenditure 
away from consumption towards investment. Their medium-term 
plan seeks to almost halve the Federal borrowing requirement 
to DM23bn by 1987. It has already been reduced to under DM40bn 
for 1983 and Stoltenberg is committed to next year's reduction 
to DM37bn. However, prospe~tive budget cuts may not have made 
adequate allowance for additional coal and steel subsidies on 
which Kohl is suspectible to pressure. ·· 

13. The 1984 budget provides further incentives for investment, 
aimed at smaller firms. These are being financed partly by the 
increase in VAT, but expenditure cuts of DM6!bn are being sought 
mainly on social benefits. The principal savings include lowe 
unemployment benefits for certain claimants, cuts in maternity 
and other social security benefits, lower pension entitlements 
and postponed public-sector pay awards. Total planned ex
penditure is to rise by 2 per cent against an inflation rate 
of 2-3 per c~nt. 

14. · Despite the Government's plan to adjust personal income 
tax scales in the medium-term, no adjustment has been made . . . 
since 1981 and fiscal drag has risen sharply. The OECD esti-
mates that direct tax payments will rise twice as fast as 

' incomes from employment next year. 

15. This tight fiscal stance has been criticised by domestic 
sources : ~nciuding the Ger~~n~ rnstitute ·for Economic Research 

,. - . - -::: 

and not surprisingly by Germany's Europe~h partners, eg France 
! :<; ,:·# 
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and the OECD. It has also been criticised by the IMF. A 
measure of the stringency of recent fiscal policy is that ._ .. : 

between 1980 and 1984 the underlying general government de-
ficit, which includes the Lander, will have been reduced by 
about 4 per cent of GD~, tougher than the Japanese. 

16. The IMF comments in its August World Economic Outlook: 

·. 

'The appropriate stance of policies in Germany and 
Japan is one involving continuous prgress toward the 
medium-term objective of reducing fiscal deficits 
and monetary growth, but moderating the speed of such 
progress in the light of the continued weakness of 
domestic demand' • 

This seems the right note to strike, reflecting concern that 
the German recovery is not held back by excessively tight 
policies. 

~ ... 

. ,. 

28 October 1983 . 
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. e .-) INTERNATIONAL FINANCIAL SCENE 

I . 

General situation 

Two major developments since the last Report have created much 

uncertainiy on the international debt froni. First~ Congress has 

noi yet endorsed the USA's higher c6riiribution to : th~ Fund Whi~h~ · 

together with the r~late~ delay i~ the ~IS' credit facility to th~ 

Fund 8 · threatens to restrict the IMF's ability to lend at a critical 
."' . 

stage. S~cond, prospects for'the Brazilian package- on which much. 

~ ~ - else hinge~ - now depend essentially on the Fund's reaction to the , . 

11 recent dec.ree on wage indexation. With the Philippines having 

! ent~~~,d tg~ emergency ward and the long anticipated Argentine 

elections i~minent (30 October), the general atmosphere is highly 

tense, and. confidence in current case- by-.case techniques of debt 

I 
l 

I 
i 
l 
1 

j 
' J 
! 
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manag€meq~ will be severely tested in the months ahead. The run-up 

to the IMF Board discussion of Brazil on 18 November will be a 

crucial period. 

Economic background 

Economic recovery is continuing in the major industrial countries. 

In particular, there have been encouraging signs during the third 
.; ll quarter of furthei non-inflationary growth in the .United States. 

~ . This industrial revival should benefit indebted countries in terms 

of export demand and has already given some impetus to commodity 

prices, th~~ improving the terms of trade for some ldc~ - although a 

number of others continue to suffer from weak prices for their main 

exports. Recent declines in US short-term interest rates from 

their peak in August should also bring some relief, but they still 

remain well above the level obtaining for much of the past year. 

Moreover, the future course of US interest rates remains highly 

uncertain. While these developments are on the whole encouraging, 

there is no general confidence that the recovery in industrial 

countries is yet broadly or firmly based. 

International lending 

Recent figures confirm the marked slowdown in international bank 

lending. The latest BIS statistics show that international banks' 
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total net lending rose by $15 bn in the second quarter, compared 

with $30 bn in the corresponding period of 1982, and a qua~terly 

average of $24 bn last ~ear. Data for the third quarter from- the 

London market suggest that the downward trend has continued. 

Withiri th~ total rise in th~ s~6ond quarter~ net l~nding to ndn-oil 

developin9 · countries increased by · $4 · 1/4 bn ·~ · bringing the rl.~e in 

the fir~t half-year to som~ ~6 bn. So n~w bank borrowing by ldcs 

in 1983 is likely to be ~uch less than wai expected at the ~eginning 

of . the yea~; and the IMF; for example, have redticed their projection 

from $20 bn to $15 bn. Managed borrowing will predominate, 

and cquld "crowd out" other borrowers, who might then face severe 

balance of payments financing problems. For the most part, only 

prime borrowers are at present able to raise funds in the market. 

Probiems pf this kind have already arisen for the Philippines, which 

has been forced to call a 90- day moratorium on its debts (estimated 

at $25 bn), pending a rescheduling. For the present, 

the market is responding calmly to this development, with no signs 

yet of any tendency to link the Philippines ~with other Far Eastern 

borrowers such as South Korea, Thailand and Indonesia, since these 

countries are considered to have managed their economies, and their 

external debt, extremely ~eil. Indeed, some of them have already 

reacted swiftly to the situation in the Philippines by cutting back 

borrowing programmes and making the necessary adjustment to their 

economic policies. Nevertheless, there is still a risk that a 

further general cutback in lending would produce cash flow problems, 

even for these . previously relatively creditworthy borrowers. 

In contrast, minor OECD countries, over some of which ques~ion marks 

have been raised in the past, continue successfully to be able to 

raise funds. Moreover, the market is still prepared to lend, 

though modestly and at a price, to Latin American borrowers such as 

Panama, Paraguay and Colombia, which have not experienced debt 

servicing problems. 

Current problems 

The whole proce ss of international rescues for problem countries is 

currently being severely tested on a number of front~ simul~aneously. 

- _______ .:_ --:::_,_.;;.t 
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In the key country, Brazil, rejection by Congress of law 2045 on 

wage determination, and two subsequent replac._eme!lt decr~es - the 

latest of -which reduces its severity- has created renewed uncertain

ties, aftei th~ encouraging response to the "~oadsho~". It remains 

to be seen how the . IMF and the . banks will react to the l .atest 

decree~ ' : M~anwhile, eftorts are b~ing mad~ tb as~emble the components 

~fa financial package within the next three · weeks. De Larosiere 
. . 

has asked :: for written assurances by 14 November that $6 1/2 bn will 

be available from banks, and $2 1/2 bn from governments, to enable 
t. . 

him to recommend the Brazilian programme to the IMF Executive Board 
' 

on 18 - November. The sheer size of the bank credit, its softer 

terms and the need to muster a quorum of committed banks to make the 

syndicatiqri viable, make selling the loan package to the banks a 

formidably difficult task. In particular, the banks will watch 

closely i6r assurances that the official contribution is fully 

subscribed and represents genuine new money. Such contributions 

will be seen not only as a signal of confidence in the recovery 

programme,but may also influence the degree of bank commitment to 

the present and prospective packages for Brazil (and other countries). 

In many ways, Argentina ~s even more worrying than Brazil, because 

domestic political uncertainties make breakdown more likely. The 

political will to tackle the debt problem seems to be lacking, and 

the IMF programme could be on the verge of collapse, while the 

central bank's liquid assets are dangerously low. By itself, the 

uniquely difficult domestic political situation in Argentina, combined 

with its essentially favourabl~ balance of trade, should make it an 

isolable problem; 'but a breakdown in Argentina at this rather 

delicate stage elsewhere could lead to a damaging deterioration of 

confidence. Developments in Mexico, on the other hand, remain 

encouraging, with a government willing and able to undertake appro

priate adjustment; and there is unlikely to be much difficulty in 

securing the requisite new funds for next year, even though the 

authorities seem certain to demand, and might well be thought to 

deserve, better terms. 

- - - - --- i\!1<15 
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Role of the IMF and BIS 

Tne effectiveness of the IMF in providing leadership, as well - as 

credible adjustment programmes, could be impaired by apparent lack 

· of official support. . Latest expectations are that the IMF bill, 

··w.hich · is crucial t~ the Fund's ~;>ility to take, par.f fn res:cues, . 

should ultimately be passed , by the us Congress before the Than.ksgiving 

recess beginning 19 November. In the ~eantime, agreement ·on a 

special BIS credit facility of SDR 3 bn to the IMF (which will next 

be discussed on 7 November in Basle) has been delayed, because some 

central banks - notably the Bundesbank - will not give their approval 

until it becomes clear that the American quota increase will be 

forthcoming, and partly because some central banks have still to 

swallow more fundamental reservations about the tenor of the loan 

and the USA~s non-participation in it~ This has already obliged 

the IMF to restrain the granting of new commitments. 

Conclusion 

The next few weeks will severely test the informal coalition between 

borrowers, banks, creditor governments and the IMF, which has so far 

managed to contain the debt crisis. A successful outcome, especially 

on Brazil, will be vital if considerable knock-on effects are to be 

avoided, and if confidence in present case-by-case techniques of 

crisis management is not to be seriously weakened. Without such 

confidence, the outlook for next year will be bleak. 

The following sections assess .the current posit ion in major debtor 

countries in rather more detail. 

Brazil 

Brazil is still the largest single problem c.ountry on the 

international debt scene, and prosp~cts are now even more uncertain 

after the Brazilian Congress' rejection of the crucial wage 

de-indexation Decree (No 2045) on 19 October. Although the 

. -- - ----------- -------------------------
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government lost little time in issuing a new substitute Decree 

(No 2064), this in turn has n.ow been replaced · by a further,· and less 

severe, decree (No 2Q65): it i~ not yet clear whether the IMF will 
\ 

consider this ad~quate. The provisions -of Decree 2045 were at the 

heart ·of the revised · IMF programn:te, for · which the Brazilians signed 

a letter of ,int.en·t on 15 · Septem!:>er. -Indeed, _ the IMF Managing 

Director not only required sufficient finance to be committed in 

support of the programme, but was also not prepared to recommend· the 

progra~me . tq the Executive Board until the Deere~ had passed into 

law. A fin·ancing gap of $11 bn has been identified for the remainder 

of 1983 and .1984, which it is proposed to fill through a $6.5 bn new 

comm~rcial hank loan, a $2 bn Paris Club rescheduling, and $2.5 bn 

from export credit and other official sources. The bankers' 

Advisory Group has agreed to market the new money loan on significantly 

better-terms· than for earlier funds, which is likely to set a 
' ·, . . 

precedent for other Latin American countries to follow. (Indeed, 

the Argentines have already sought similar concessions, both for the 

1983 debt c~rrently being discussed and for 1984 debt to be 

rescheduled) .~ Initial reaction from banks, who have been asked to 

commit them~~lves to the new money loan by 1~/15 November, has been 

one of philosophical resignation. Although political uncertainties 

within Brazil may create nervousness abroad, bankers' general 

attitude to 'the defeat of Decree 2045 and its subsequent amendments, 

will doubtless be determined by the IMF's reaction. 

Prospects for raising $2.5 bn from official sources also remain 

uncertain. The USA, through the Eximbank, has indicated a willingness 

to provide $1 1/2 bn export credit facilities, on condition that 
.. 

other countries also contribute; But we are not aware that any 

other firm commitments have yet been received, while HMG remains 

oppose9 to putting up further official money for Brazil (over and 

above rescheduling of Paris Club maturities). 

The latest wage decree improves prospects of early Congressional 

approval~ but if this were not forthcoming before mid-November, the 

IMF Executive Board meeting (scheduled for 18 November) would be 

delayed, and further increases in arrears (already nearing $3 bn) 
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would result. Such a development would be of concern to many US 

· banks,-in view of the regula~ory requirement to classify loans as 

non-performing when interest arrears reach 90 days. 
' \ 

Othe~ problem cou~tries 
. ·.· 

(i) Latin A~erica 

Foreign banks' . debt negotiations with Argentina have been bedevilled . . . 

in the last month by increasing political interference ahead of the 

Presidential elections on 30 October, and by continuing build-up of 

payments arrears. However, having overcome an attempt by an 

Argentine federal judge to freeze the rescheduling talks, the 

Government has now reaffirmed its intention of finalising all 

resch~dul ~.ng agreements by 30 November. Disbursement of the 

long-delayed first tranche of the $1.5 bn medium-term credit is now 

unlikely before 30 November at the earliest. The further delay 

reflects continuing payments arre~rs and a decision by banks to 

await the outcome of the elections in order to test the authorities' 

commitment to the refinancing package. The - banks' Working Committee 

is currently seeking to reach final agreement with the Argentines 

on revised conditions att~ching to the disbursement, which will 

primarily be used to mak~ ·a repayment under the $1.1 bn bridging 

facility. Meanwhile, the IMF programme appears to be on the verge 

of collapsing, and the central bank's liquid assets are now dangerously 

low. 

Relations between the Venezuelans and the banks continue to be 

soured by the steady accumulation of interest arrears, now totalling 

around $600 mn. Several default suits are reported to be in the 

pipeline. Meanwhilei the banks have had no option but to agree to 

a further extension of the 90-day moratoriu~ which expired at 

end-September. The Government had sought a 120-day extension, but 

the banks, conscious of the need to adopt a hard line if progress in 

rescheduling negotiations was to be made, have granted only 30 days. 

If, in the Advisory Committee's view, the Venezuelans have made 

significant headway towards paying off interest arrears and negotiating 

an IMF economic adjustment programme, it will recommend a further 
90-day extension until the. end of January. 

-~--------------- - · --
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~n sharp contrast to the other major problem countries, Mexico's 

position continues to provide grounds for optimism. Agreements to 
. -

reschedule virtually all public sector maturities up to end-1984 

have now been signed, and commitments to Mexico's private sector 

debt rescheduling scheme have . ris~n. rapidly in recent weeks. The 

authoriti~s ar~ · soon to b~gin negotiations on new m6ney requirement~ 

for next 'year, which are reckoned to be $4 .. bn from banks and $1.5 bn · 

from o£fi~ial sources. 

Elsewhere,, ·Peru has been obliged to approach the IMF for a conditional 

waiver o~ ! he EFF perfcirmance targets for September and December . 

The breakd6wn of the programme will delay the next scheduled drawing 

from the Fund in November, and hold up the remaining $200 mn to be 

disbursed under the $450 mn new money loan from banks. 
--- .. 

More encouragingly, the Chileans have reported that their standby 

arrangement returned to its original path by the end-September 

deadline, _although the authorities are now seeking easier terms 

under the second year of the programme; and Ecuador's commercial 
~ .. 

bank ref~nancing package was signed on 12 October. 

( i i ) Far East 

The liquidity crisis in the Philippines has now obliged the authorities 

to seek a 90-day moratorium on repayments of debt principal to 

... 

banks. During this period, a new SBA is .to be negotiated with the 

Fund and a financing plan agreed for the remainder of 1983 and 1984, 

which will no doubt include a formal rescheduling package. Continuing .· 

concern about political stability makes the situation even more 

delicate. However, there has been no evidence that the problems in 

the Philippines have weakened confidence elsewhere in South East 

Asia, although one report indicates that Indonesia may wait for more 

settled conditions before coming to the market again. Otherwise, 

both that country and South Korea appear to be making further 

progress in adjusting their economies in the light of lower oil 

prices. 

ri-----=--
---~------·-- .. ------·--- _._ ______ , ------·--- -------·---





CONFIDENTIAL 

(iii) Eastern Europe 

Offi~ial contact with Poland f~lbeit -still on a conditional and 

technical basis) has been renewed: . the creditors' group sent a 

fact-finding team to Warsaw' in ear.ly October and w_ill meet on . 

26 October to r~v iew it~ · report. and decide \oihe_ther to invite .the 

Poles .to Paris ·in November. to resume rescheduling negotiations. 

. 8 

The US position remains unclear. Meanwhile, the commercial banks 

are expected to -sign · their agreement in Luxembourg on 3 November to 

reschedule 1983 maturities. Although the 1983 support programme 

for Yugoslavia has for the most part still to be implemented, 

preliminary soundings are being taken by the IMF on the possible 

format for 1984. 

{ iv) So.uthern Europe 

Although the external positions C?f Portugal, Spain and Greece are 

likely to remain under strain for some time, no debt servicing 

difficulties are expected in the short term. Indeed, there are 

positive signs of improvement from both Portugal and Spain. In 

Portugal, the fairly rigorous programme recently agreed with the IMF 

for a standby facility worth $475 mn over 18 months - approved in 

conjunction with a compensatory financing facility worth $275 mn

lays the basis for a staged return to a more sustainable external 

position, while the current account showed a strong improvement in 

the first half of 1983. The announcement of the IMF programme also 

seems to have improved market sentiment: the reception for Portugal's 

request for a seven-year $300 mn euro-credit was so favourable that 

it was raised to $350 mn. Meanwhile, Portugal repaid $300 mn of 

the $700 mn BIS facility arr_anged in two tranches earlier this year, 

and a further credit of $300 mn was advanced in August. The 

Spanish current account deficit has also improved somewhat this 

year, and faster progress seems likely in 1984. Foreign exchange 

reserves, however, have been severely depleted, and it will be some 

time yet before Spain is able to stabilise its external ind-ebtedness, 

let alone reduce it. Even so, there are no signs of serious 

resistance to Spain's very considerable financing demands from the 

----------- ----·---- -----





! 

i i 

1 ) 

CONFIDENTIAL 

9 

market. In Greece, on the other hand, with foreign exchange 

reserves already low (less. than 1 1/2 months' imports at end-June), 
.. 

the current< account deficit is expected to worsen slightly this_ye'!r, 

reflecting ~ poor export performance and reduced invisible earnings. 

Never.theles-s., the debt service ratio (including short- term deqt); was 

only 24% ~.~ '1982 and shoul'd not oe mu~h highe~ this 'year .. Borrowing 

o'n the inter'national · markets still appears to be . well · received, :and 

$1 bn was .:ra.ised in the first eight months of this year, compared 

· with $1.7 ~hn in the whole of 1982. 
' < 

~: . . ' . . 
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INTERNATIONAL DEBT - POINTS TO 1'1AKE 

General 

1. Any dura~le solution to_· country debt problem.s must ,depend above 
all on eco~omic adjustment by d.ebtor coun~_ries~ . Developed countries· 

best contribution is non- inflationary growth and avoidance of 
protectionism • . 

2. Support the role of the IMF and World Bank in promoting sound 
adjustment policies by ensuring they have the necessary resources and 
by supportingsuch policies in the Board. 

3. Governments stand ready to contribute through the IMF World 
~ . . 

Bank, BiS bridging operations and official rescheduling. They 
should not normally be expected to make further contributions either 
direct or indirect to the financing burden. To do so could weaken 
the disciplines on debtors and private creditors and involve 
unacceptable increases in Government spending or financial exposure. 

4. Generally debtor countries are not a homogenous group. Their 
difficulties are properly dealt with on a case~by-case basis, not 
by generalised and costly schemes. 

Poland 

5. Welcome the agreement at last week's :;I?aris Club to invite the 
Poles to talks about ·" debt rescheduling. Glad that the Americans 
now seem to accept, at last, that this is the best way forward. 

6. Note that the Poles are unlikely to be able to make significant 
net repayments for many years. Essential nevertheless to make such 
recoveries as we can and to secure properly negotiated agreements 
for the future. 
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7. Inappropriate at this stage to be considering Polish requests 
for new credits, as part of the resched~ling agreement. 

8. The Polish application to jo.in the IMF is also irrelevant to 
discussions of · th~ Cre~it6rs group. 

., . . ~ 

the The issues will not be 
dec;ided in ·that forum. · . . 

East Germany 

9- Interested to know how the West Ber~ans assess the debt _service 
difficulties ·of East Germany. Note the new credit given by West 
Germany in the· summer. What are the prospects now? And will another 
loan be necessary? . 

10. Note that prospects of agreement on the IMF programme appear to 
be deteriorating, particularly because of problems getting Dec~ee Law 
2064 through on wage deindexation. Stress· the need for a sound 
programme and support the Managing Director's current insistance that 
Congress must approve the latest austerity package before the programme 
can be approved. Enquire about West German attitudes. 

11. Note the G10 commitment to provide an official support package, 
despite HMG's refus~l to participate. Danger that pressures will 
be relaxed if it came to be thought that official creditors were 
willing, as a matter of course, to provide additional support to fill . 
postulated financing gaps over- and above the substantial support being 
provided through the Fund and through official debt restructuring. 
Enquire about West German response to the American appeals. 

Yugoslavia 

12. It would be in the interests of Western creditor governments if 
next year's IMF programme involved More realistic economic adjustment 
and governments' direct contribution concentrated on debt restructuing, 
thereby avoiding a repeat in 1984 of the exceptional financial support 
operation arranged earlier this year. Hope this will be the consensus 
at the meeting of officials in Ber,.'le in mid-November. 
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BACKGROUND - FRG/GDR LO~N 

- The West Germans are anxious to maintcdn, or even- improve, their 
special relationship with E~st Germany despite the general deterioration 
in East/West relations elsewhere • 

. ·.· 

2. East · Germany is facing serious debt service problems, and last 
June the West Germans announced they would guarantee a loan of -DM 
1,000 million (about £250 million) as balance of payments support. 
We believe the West · Germans were hoping to secure in return some 

po~iticaL concessions, especially in terms C?f human contacts. Such 
conessions as we are aware of have been relatively minor; and debt 
service difficulties remain. So the exercise does not appear to have 
been as successful as was hoped in securing either the financial or 

....... 
the political objectives. 

3. A financial deterioration _in East Germany could affect other 
countries in ~astern Europe, already facing similar debt service 
difficulties, and would affect creditor countries, including the UK. 
Accordingly it would be helpful to know the West German assessment 
of prospects and their willingness to contemplate continued financial 
support, if they believe it to be necessary. 

CONFIDENTIAL 

' 

-·--· ---- -· ~--------------- ff_· ----





i 

I 
I, 

! 

I 
j 

'. 

CONFI DENTIAL 

BACKGROUND - POLISH DEBT RESCHEDULING 

... 
Commercial banks and official creditors both negotiated reschedul-ing 
agreements in respect of debt . service payments due in 1981 ~ . Followin$ 

· the declarati~n of martial. .law in .December '1981 . Western Governments 
.. refused to ·resume. ·talks ori rescheduling ·debt servic.e · payments due · 
s~bsequently. The -Polish res.ponse was ·to. stop ~aking any debt service 

paymen.ts, thereby effectively gaining the advantage of 100 per cent 
relief on both principal· .and interest. . Commercial banks have continued 
to negotiate rescheduling agreements in successive years. 

2. Western creditor governments originally in NATO imposed 3 
conditions on any resumption of talks :- -

a_ 

· a. :· the lifting of mar-tial law; 
b. the release of internees, and 
c. the resumption of talKs l'lith Solidarity and the Church. 

Of all creditor governments, the US have had most difficulty 
accepting that sufficient political progress has been made to allow 
negotiations to resume, but now seem to accept the view of the UK 
and other creditor countries that the refusal to negotiate is no 
longer a sanction and is actually working to the Poles advantage. 

3. A meeting of the creditors group in Paris last Wednesday 
Oc.,h, 

26 NevembeF agreed that the Poles should be invited to a meeting with 
.creditor countries in Paris in the week beginning 14 November. The 
Americans concurred, ad refer~ndum. · 

4. The aim of the negotiations will be to reschedule Poland's 
outstanding debt service payments over a number of years so that 
creditors will receive some net repayments each year with the 
prospect of full recovery in ·due course. But our -assessment is that 
the Poles do not have the resources to make significant net repayments. 
What little there is has been scooped to a large extent by the 
cocrme r cial banks leaving little for Western Governments. There may 
not even be enough to cover fully the existing arrears and the 
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payments that would fall due .under even a comprehensive rescheduling 
of other debt service payments. Moreover, the Polish Government 

·, : 

appear unwilling---or unable to take the economic adjustment measures 
necessary to restrain domestic consumption and/or increase productio~ 
fo~ ~ard currency exports. . . . . . . . . 

5"! Itwill be necessary, in the absence of an Il'1F programme 
(Poland is not a member) for the Cr.editor countries to establish with 

. the Poles a future ·economic programme. and performance criteria against 
which it can be monitored·. 

6. These ari~ll matters for the negotiations which are likely to 
be long and difficult • 

...__ 
7. Th~ Poles are seeking to·negotiate concessions on two ·pciints: 
the granting of new credits; and acceptance of their application to 
join the IMF. Agreement seems .unaminous within the creditors group 
that it is inappropriate to be discussing any resumption of new 
credits at this stage. 

8. It is inappropriate, too, to try to link IMF membership with thesy 
negotiations. The application is being held up (primarily by the 
Americans) following the declaration of martial law. But we accept 
the current stalemate. Membership might involve a substantial call 
on IMF resources for Poland, which would be unwelcome to the IMF in 
the current circumstances. Generally, though, we support the 
principle of Polish membership in due course. 

CONFIDENTIAL 
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The speech was made to members of the Irish Stock Exchange in 
Dublin on Friday, 21 October. It has received little, if any, 
press coverage. The main part of the speech was about ~ffi and 
the role of the ECU and th~ key points he made are listed below. 
In addition Tugendhat spoke about: 

(a) strengthening the links between national stock 
exchanges and revealed that the Commission might be able 
to fund computer links between European stock exchanges; 

(b) the need for \'lell balanced and harmonised tax systems 
together with relaxations/lifting of capital market 
r~strictions; .. 

(c) the hope that Ireland'!. exchange controls are "temporary . 
and will be withdrawn as soon as circumstances permit". 

Key points from sneech 

(i) Exchange rate stability 

EMS has been a "remarkable success" in stabilising exchange 
fluctuations despite the second oil shock, fluctuations in US 
monetary policy and the dollar, and the most severe recession 
since the 1930s. 

(ii) Co-ordination and convergence 

EMS "has also entailed the co-ordination of economic policy and 
. with it some convergence of economic performance ••• 11 though he 

recognises the EMS's record on this score has been mixed. . "Some 
Member States have too readily seen changes in parities as a :·:.·':· 

soft alte;native to changes in policies". He goes on to argue 
that too few I-Lember States "haye framed their monetary policies· 
with sufficient reference to those of their Community partners" • . -. 
Not only does this weaken the Er"£ but "prevents Europe from making 
its full weight felt in ••• international monetary negotiations" • . 

. . . . 
1 
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Role of ECU 

ECU has "now emerged as a · significant currency for :private 
investors ••• Yet the reaction of some Community governments 
to the ECU, particularly the German Government, has sadly been 
very much less :positive than the attitude taken by most private 
banks and investors." Tugendhat goes on to urge the German 
authorities to overcome their objections to the ECU otherwise, 
by not playing its full part, this "will considerably impede 
the development of the El'1S as a whole." 

(iv) UK participation in EMS 

Tugendhat urges Britain to become a full member of EMS by joining 
the exchange rate mechanism (ERM). In particular he argues that 
the absence of sterling from the ERM: 

·. 
denies British industry the chance of a more stable pound 
in the Community; 

upsets the stability of the ECU since Britain does not 
participate in the intervention mecha.nism; 

prevents the full development of the Er£. 

He therefore welcomes the call by the House of Lords Committee on 
the European Community for full British participation in the EMS: 

Comment 

Most of the points raised by Mr Tugendhat are covered in the EMS 
brief prepared for your meeting with M Ortoli (copy attached). 
Howev.er, some ad.di tional Q and A briefing is given below on 
various specific points that were raised ~n the speech .• 

... . --: .· •· . . .. 

EMS contributed to exchange rate stability? ~ouse of Lords 
Committee report contains evidence that EMS has contributed 
to greater exchange rate stability for its members, despite 
the number of realignments which have occurred.J 

Some evidence that exchange rates of ERM members have been 
more stable thari those of the US, UK and Japan over period 

- 2 -
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since 1979. But this is not conclusive evidence that it 
t.ua .. s E...B.M itself which contributed to this greater stability. 

' 
Sterling and dollar have fluctuated over that period for 
rather special reasons. And the narrowness of Japanese 
capital markets may well be behind the volatility of theYen. 

British industry being denied the chance of a more stable 
nound in the Community? 

CBI agree that exchange rate volatility is major problem for 
industry but do not believe that joining the ERM would cure 
it. Perhaps reflects concern that joining ERM would 
substitute interest rate for exchange rate instability. 
Also membership of ERM would not help)for instance) those 
more concerned with stability of sterling-dollar rate or 
those who use the forward market. 

Britain's non-participatio~ in ERM upset the stability of ECU? 

No. Need to remember that four major realignments in past 
two years have affected stability of ·ECU. Premature UK 
membership of ERM_would not assist stability. Lasting 
exchange rate stab~lity best promoted by sound financial 
policies leading to sustainable non-inflationary growth. 

• 

In any case stability of ECU itself cannot be prime consideration 
in determining timing and appropriateness of Britain's entry 
into ERM. 

Britain's reticence nreventing full develonment of EY£? 

No. HI1G fully supports objectives of EMS but need to weigh 
up changing balance of risks, advantages and disadvantages 
of joining the ERM~ To enter at the· wrong time in the wrong 
conditions would harm development of EMS and objectives it 

seeks. 

- 3 -
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SPEAKING NOTES ON EMS 

Government takes seriously question of EMS membership and 
supports its objectives. We already play responsible role in 
several aspects of EMS 

Government always accepted that sterling's eventual successful 
and continued membership of; the ERM would mark a major 
European achievement, and is to be desired. 

No immediate plans for entry into the ERM but question under 
review. Important to wait until conditions are right. Problems 
remain (petro-currency and international trading status of 
sterling) and EMS objectives would not be served by premature UK 
membership of ERM 

Sustainable non-inflationary growth is main priority. By itself, 
intervention not effective in controlling sterling, Joining 
ERM could lead to interest rate instab~lity and shifts in 
monetary policy inconsistent with overall economic objectives. 
CBI disagree that ERM is solution to exchange rate volatility. 

Government content with rapid growth of ECU business. UK places 
no restrictions on ECU business. · But development needs to 
reflect market demand - counter-productive to give artificial 
incentives. Agree that Germans should recognise that ECU is 
now a bona fide banking instrument. 

-
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3ackground 

(i) UK is fou~der member of EMS a~d pa~ticipates in negotiations 
on its modification and _in realignment conf erences, and we deposit 
20% of our gold and dollar reserves with t~e EM.CF (by ~~ay of a 
rolling 3 month swap), even though the nound does not participate 
in the exchanse rate mechanism. 

(ii) The Commission have proposed that the Athens European Council 
make some kind of declar3.tion of intent on EYlS membership e.nd 
developiLent. 

( ;; .; ) ~~ ...... 'At their Council meeting on 19 October the C3I voted against 
the UK joining the exchange rate mechanism (there had been a disagree
ment between the European Committee v.rho had favoured joining and the 
Economic Co~ittee who had not). Sir Camnbell Fraser said that 
exchange rate volatility had been one of the biggest problems facing 
UK businesses in recent years, but this could not be cured by 
joining the ERI1. 

(iv) A report by the House of Lords Eu~opean Communities Committee 
on EMS was published on 22 September. The Committee believed that 
"t~1ough exact tirr.ing must depend on general gove:::onment policy, the 
balance of advantage lies in early, though not necessarily i:m.Tflediate 
entry" · into the ~::U'l. The report is to be debated on 14 Hove:nber. 

(v) You will have seen Mr Littler's minute of 19 October about 
opinions in the German Finance Ministry on the possibility of . 
sterling's early participation in the~~ • . 

(vi) After enjoying a relatively tranquil two years from its 
inception in .1979, the E~£ has in the last two years encountered 
more difficult conditions ,,!i th major realignments taking Dlace in 
October 1981, Februa:::oy and June 1982 and 21 ~arch 1983. Since the 

·--·-·-·--·-·- ----- - -~-----------





E~ID was esta~lished sterling has a~preci ated by 2~ per cent against 
the deutschemark, by 3n per cent against the French franc, and 
by 2l% against the basket of ~~~ currencies. 

Line to take 

(i) Government continues to keep the question of sterling's 
participation in the E&~ unde~ review, but has no immediate plans 
for entry. 

(ii) Government has always accepted that sterling's eventual 
successful and continued membership of the ERM would mark a 
major Euro~ean achievement, and is to be desired. But important 
to wait until conditions are right both for ourselves and for the 
system .. as a w~ole. Reasons why premature membership likely to 
cause problens well kno-vm [see defensive points below.] .. 

.. 

(iii) Main priority (for us and other member states) is to get 
inflation down and keep it dovm, as a basis . for continued sustainable 
economic groHth, thTough sound financial policies. That is the 
only way to nromote lasting exchange rate stability. 

Defensive noints 

(i) Unlike the other ~18 countries, the UK is self sufficient in 
oil. Sterling therefore tends to rise and fall in line w~th oil 
p=ices while other continental currencies do the opposite. Although 
oil markets have been relatively settled recently, cannot be certain 
that such stability ~~11 continue - as recent events in the Middle 
East demonstrate. 

(ii) The pound and the deutschemark are both ,.,ridely used in 
international finance and hence particularly vulnerable to large 
speculative floivS between them ( eg following a possible sha_"f1> 
movement in the dollar). [House of Lords Committee recognised that 
sterling's entry might place a strain on the ERM not comparable 
with other European countries.] 

-.
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(iii) Intervention on its 01.;n is not an effective method of 
' 

controlling exchange rates f6r widely traded currencies subh as 
the £ and DM; Policy action, on interest rates in the first place, 
is needed. Joining the ERI1 would thus risk substituting interest 
rate for exchange rate instability. And it could require shifts 
in ·monetary policy not justified by monetary conditions .. where 
(cf Mansion House speech) the exchange rate was moving for reasons 
11 quite U-'1connected with fundamental developments here or abroad. 11 

(iv) neuse of Lords Committee Report perhaps assumes too readily 
that above difficulties have eased. Even so, the Report's 
argument for UK participation is negative rather than positive: 

11 l"''any reasons given in the past for not entering seem no 
~onger valid, but no single overwhelming reason can be 
given to advocate immediate participation into th.e ERM. '! 

(-oara 84). 

,. 

'· 
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. . . 

NOTE OF A MEETING BETWEEN THE CHANCELLOR OF THE EXCHEQUER 

AND C~UNT LAMBSDORFF, FEDERAL GERMAN ECONOMICS MINISTER, 

AT NO.ll DOWNING STREET ON TUESDAY 1 NOVEMBER 

Present The Chancellor of the Exchequer 
Mr Edwards 
Mr Graham 

Count Lam bsdorf 

Dr Mueller Thuns 

Dr Witt 

Dr Kudlich 

Miss K Pestell 

The Chancellor asked Count Lambsdorff how he saw the prospects for the West German 

economy. Count Lambsdorff said that the economy was improving. It was on course for 1 

per cent real growth in 1983, and growth was expected to reach 2.5 per cent in 1984. Other 

economic indicators were also promising; inflation was now 1es,s than 3 per cent, current 

account was in surplus, interest rates were below 1981/82 and ev~il the unemployment 

figures were less bad than had been feared, although 1984 was likely to be a difficult year in 

this respect. The Federal Government had been working hard, with some success, to reduce 

its budget deficit and this now amounted to some 2 per cent of GNP. There was still a great 

deal to be done in the field of deregulation, to make German industry more flexible and 

adaptable but it was hoped to take decisions on this early in the new year. He also hoped 

that there would soon be an opportunity to introduce tax reforms, and r~duce the burden of 

taxes on income and corporations. Increases in the former had been particularly high in 

recent years, because it had not been possible to increase tax thresholds. He hoped that the 

budget that would take effect on 1 January 1986 would achieve this. At the moment, the 

marginal rate of tax for the average employee (including social benefits as well as income 

tax) was 60 per cent. This made collective bargaining on wage increases very difficult, 

because the net result of any agreed increase was so small. The mood in the country 

towards the new Government was still rather difficult, but this was not particularly 

worrying at present and there was plenty of time to make up the grol¥ld· Like the UK, the 

new Federal German G..overnment was working on at least a medium term policy. 
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2. The Chancellor, in response, said that the recession in the UK had started earlier, and 

therefore so had fhe ' recovery. From its nadir hi the first half of 1981, the UK economy had 

shown very low growth in 1982 but in 1983 the ~6wth was likely to reach up to 3 pe~ ~ent. 
Most of the momentum for this had come from rising consumer spending and the end of 

destocking, and it looked as though this pattern was likely to be much the same in 1984. Our 

e:tnployment, at nearly 13 per cent, was higher than in the Federal Republic, but the rate of 

growth had slowed considerably and should be leveling off in 1984. Inflation was now 5 per 

cent, , ~d_ he _.e~pected that this also would fall slightly in 1984. The budget deficit would 

unfortunately overshoot the planned £8.25 billion, but it would still be low by the general 

standards of the civilised world; including the nationalised industries it would probably be 

slightly greater than 3 per cent of GDP, which was about average for the last 3 fiscal years. 
~ 

There had been, and would c;ontinue to be, a difficult struggle with public expenditure but 

the Government's intention was to hold the total constant in real terms for the next three 

years, which with an improving economy would reduce it as a percentage of GDP. The UK's 

problems with marginal tax rates on income were not so serious as the Federal Republic's -

income tax and insurance contributions amounted to about 40 per cent - because the 

thresholds had been indexed in every year but one of the Conservative Governments. 

Because of the high budget deficit that had been inherited, however, it had been necessary 

to increase the total burden of taxation; this had been done by increasing indirect taxes, 

n ational insurance, and north sea oil taxes. Like the Federal Republic, the UK industry 

needed a large amount of deregulation to make it more flexible and adaptable. A 

considerable amount had already been done in this field, and the Government had also made 

a good start in its programme of privatisation. £2 billion worth of assets had already been 

transferred to the private sector .and virtually every privatised company had improved its 

performance. 

3. Count Lambsdorff said that the Federal Government had just decided to reduce its 

holding in the Veba energy concern from 46 per cent to something under 30 per cent. Dr 

Stoltenberg had been somewhat reluctant to do this, as stock prices were historically high 

and it was not therefore a good time to try to market the company, but the political 

pressure to show some hard evidence of the Government's intention to introduce its declared 

policy had proved irresistible. The Chancellor sympathized with the difficulties the 

Republic were likely to face ,in pitching the price, and related to Count Lambsdorff the 

difficulties he himself had experienced with Brit-oil. He advised him that criticism of the 

Government's actions was very much less if the concern were sold by means of a tender 
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offer, because it was at least possible to demonstrate that the Government was getting the 

· best price available on . the day of the sale. 

4. Count Lainbsdorff asked the Chancellor what the UK's attitude wa·~ likely to be to the 

ideas floated by Herr· Tietmeyer in . the last' ECOFIN about progress on the insurance 

directive. The Chancellor admitted that his initial reaction was very sceptical. Herr 

. Tietmeyer had expressed his ideas only in a very general term, and the UK Government 

would certainly look at any specific proposal on its merits. But his initial reaction was not .. __ • ; _ _. ~· :...,..• 

in favour of the idea-of two different categories of insurance. He still felt that the better 

idea was an across- the..:board liberalisation of insurance services. Dr Thuns explained that 

the German's intention had been .to pick up the previous UK concentration on the need to 

liberali~ insurance regimes for the big industrial risks. Count Lambsdorff explained that 

the general problem with a broader liberalisation was its conflict with the political philosophy 

of consumer protection. It would be quite impossible to abandon the latter for the smaller, · 

individual consumers in Germany, even if it were eventually accepted that large companies 

should be sufficiently well aware of the situation to look after themselves. The present 

regime in the Federal Republic did not in any case prevent foreign participation in 

insurance. There were German insurance companies that were 100 per cent foreign owned 

and there would be no objection to others passing into foreign hands, if those anxious to 

enter the market could find companies who were willing to sell. 

5. The Chancellor also raised the question of the progress of negotiations on the 

European budget. He emphasised once again that the UK would find it impossible to accept 

any solution that did not solve permanently the problems of both the financial mechanism 

and the CAP, and that without this they could not agree to any increase in own resources. 

He also repeated that the UK had looked at every possible combi~ation of answers, and 

could see none that did not relate to net contributions. He was sorry therefore to see the 

German proposals that were to be tabled the following day, because they suggested the 

Federal Republic were leaning towards a different approach, and one moreover that the UK 

could not possibly accept. He appreciated that the German paper had been designed in good 

faith to help solve the problem, but he was very much afraid that it would entirely miss this 

target. He understood the Germans' unwillingness to be the only net payer into the 

community, and to have their contributions uncontrolled, but the UK safety-net plan in fact 

provided a much better solution to this problem than that which the Germans themselves 

had proposed. The UK plans were obviously open to marginal amendment, for example in 





introducing a dynamic element rather than an absolutely rigid ceiling to net contributions, 

but it was essential to stick basically to the net contributions point~ 

..,.-,.._ •;·. ,:> ,.. ~- · :'.. I 
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Those P'Fesent 
·PS/Economic Secretary 
Mr Fitchew 
Mr Lavelle 
Mr Bottrill 
Mrs Case 
Miss Court 
Mr Pirie 
Mr Denison 
Mr Ingham 
Mr Saunders . 

MISS J C SIMPSON 

2 November 1983 
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AN Ridley 
Special Adviser 

Robin Butler Esq 
10 Downing Street 
London S W 1 

Here are some minutes of the discussions to which the 
Special Advisers were invited with Herr Teltschik and his 
German colleagues last Friday. They are not yet complete, as 
John Houston has not yet had an opportunity to let me have his · 
record of the neconomicn part of the morning. But they do cover 

the key session on foreign policy, ruid records all the key 
points as accurately as possible, even at the cost of le~ and 
repetition; and the preliminaries, in which both sides .. spoke about 
their central administration framework and modus operandi -
whose key aspects I touch on immediately below. It may be 
helpful if I attempt to summarise the most interesting points 
to emerge from the whole affair. 

First, there were a number of significant hints and concerns 
which we were made aware of at the buffet dinner to which I 
invited all participants on Thursday night: 

concern that Prime Ministers/Heads of State were being 
forced to go into so much detail to make Summits work; 

Germans 
a sense of relief that the· ;now had a good line on the 
Elys~e staff, even if they at times behaved like a bunch 
of socialist ideologues; 

a great desire to get closer to the UK. 

Second, in the discussion of the organisation of both sides 
at the centre (referred to above), with which Friday's more formal 
exchanges began, the following became· clear. On the one hand the 
Germans found it difficult to imagine a \vay of running things in 
which the PM/President and his/her staff were noth both the solitary 
power~house and sole agents for coordination - as are the Elys~e 

/and •••• 
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and Bundeskanzleramt. We had to underline to them repeatedly 
the fact that in our system, with Chancellor, Foreign Secretary 
and PM sharing the same priorities and liaison well established 
between No 10, Cabinet Office, Treasury and Foreign Office, we 
did not have need for a comparable staff. On the other hand they 
were implying that given an inexorable pressure pushing 
more and more detailed issues onto Summit agendas and all this 
entailed, we should find some way of joining in the kind of 

/ 
contacts made possible by large central staffs such as the Elysee 
and Bundeskanzleramt. Our arrangements might be ideal from a 
normal point of view, but would they enable us to help our masters 
play the increasingly vital and complex game of summitry in the 
way our partners found necessary? 

Third, in the foreign policy discussion on Friday afternoon, 
they (in practice mainly Teltschik himself) touched pretty 
deliberately on a number of important points (paragraph references 
are to my fuller minutes, vlhich · are attached): 

X} -

the need for an early Western initiative to resume 
dialogue with the USSR, to pre-empt an embarrassing 
Soviet effort with the same purpose (g3-6); 

Mitterrand's proposal for another Franco-German Summit, 
and the suggestion we should join the game (g8-10); 

concern that we should sustain, widen and deepen consultations 
with the Americans on key issues (§4); 

the need to respond to third-world expectations of the EC 
as in effect potential third power bloc (g12-14), and the 
suggestion we should in particular respond to Hussein's 
desire for an· Anglo-German role in the Middle-East (~13); 

a warning that we should all consider now how to respond to 
a new Soviet disarmament initiative involving French and 

British nuclear weapons,and · extending also to countries 
such as China; 

a general message that the German door was very emphatically 
open to deep and early discussions about the future of 
the Community; coupled with the hidden but clearly implicit 
thought that Franco-German contacts vlOuld pursue such 
goals even if we stayed out; 

a warning about US assumptions of allied support if the USA 
had to intervene to protect the Straits of Hormuz. 
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Fourth, there was a point or two worth recording in relation 
to the economic discussion, even if we do not yet have a proper 
record of it. Much of what both sides said dealt with the 
relatively satisfactory pattern of domestic economic development 
in both· countries. But at the end of his presentation the main 
German speaker, Herr Ludewig, turned to the development of the 

EC's economic policies in the longer term. It was striking that 
within Germany success and restoration of confidence in recovery 
hinged on confidence that they had a stable Government committed 
clearly -to cutting the structural public deficit (to zero in '85), 
lowering taxes, strengthening the market and curbing inflation. 
Looking at the EC there were in fact at least three major Governments 
on broadly the same, right lines - one had to grant that to the Frencl 

now. 

Looking ahead, did we not need to 

run our domestic policies with more awareness of their 
impact on each other, as we were urging the US to do? 

make it really clear to the business community that we were 
r.eally committed to further effective .progress. towards 
united markets in the longer term? 

What, therefore, were the elements in our vision of what the EC 
should be or become over the next ten years? 

/In my reply I stressed needless to say that we had all sorts 
of ideas about the EC's long term future, but until the Athens 
agenda had been dea~t with, there were limits to the objectives to 
which we could be expected to give high priority. That said, we 
would probably be absolutely committed, with Germany, to more 

united markets?. aims 
I had the impression the Germans are not yet quite clear what economic 
they are after, but convinced of the need for committed discussion 
with us and the French as to whEaire the Community should. go. 

If there are any points on which you or others would like 
clarification,Peter Cropper, John Houston or I can probably dig up 
more detail from our notes. I am sending copies of:· this letter 
and attachments to both of them, as well as to the Chancellor and 
Economic Secretary's offices here, and to Geoff Littler~ also to 
Stephen Sherbourne. 

~~ 
~ 

A N RIDLEY 
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INFORMAL -ANGLO-GERMAN- DISCUSSIONS -

DECEMJ3ER 9 1983 

PRESENT: 

From,, the German Side 

Federal Chancellor's Office 

Min Dir Horst Teltschik: (Foreign, Security and related matter 
Dr Walter Neuer: (Political matters Europe, Near East, EC) 
Dr Anton Rossbach: (US, E. Europe, E-W Relations, Disarmament) 
Capt. Ulrich Weisser: (Alliance and Military) 
Dr Johannes Ludewig (EC Economic) 

From the Foreign Office 

Dr Michael Jansen (Personal Adviser to Herr Genscher) 

From the CDU 

Herr Peter Radunski, Secretary-General CDU Central Office. 

From the British Side 

Peter Cropper, CRD 
John Houston, FCO 
Robert Ramsey, EDG 
Adam Ridley, Treasury 
Stephen Sherbourne, No 10 

Robin Butler, No 10 (for lunch only). 
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PERSONAL AND CONFIDENTIAL 

FOREIGN POLICY, NATO AND SECURITY ISSUES 

Teltschik opened the discussion with a relatively long and carefully 
prepared presentation, which gave every sign of containing 
many of the key points which the discussions were intended to convey 
to us. 

2. He began with an aside, expressing surprise that consideration 
of Foreign policy in the UK seemed to attract relatively low priority 
and that it was to some extent a field for non-experts at that. 
He hoped that it would be getting more serious attention soon. 
Lin so doing he was demonstrating misunderstanding of points made 
earlier, when John Houston had explained that till recently foreign 
policy issues here had, as a rule, had a relatively small party 
political content because of a broad consensus embracing the main 
issues and most public opinion; and misinterpreting (perhaps) the 

significance of the very light staffing of No 10 in Foreign Policy 
. matters?. He then developed four major themes. 

1. INTERMEDIATE MISSILES, AND THE FUTURE INTERESTS OF W. GERMANY AND 
THE UK 

3. The key issue was and is not so much how many Cruise missiles 
would be deployed and how quickly, as the fact that we had held to 
our decisions to do so. Had we not, the repercussions would have 
been very serious in the wider international arena. Those many 
countries which were anxious about the USSR, and in many cases (over- ) 
dependent on the USA had long been anxiously wondering whether 
Germany and the UK would resist Soviet pressure, stick to the two-

-
tra.ck decision and deploy. In essence it constituted a test of 
whether we could be relied on at all. 

4. That issue of principle and our countries' credibility both 
now having been restored, there was now an opportunity for a better 
dialogue with the USSR than in the immediate past. It would in 
any case be wrong to think the Russians would stay out of contact 
indefinitely and in a huff. They would take an initiative, perhaps 
quite soon. 

5. There were plenty of examples of such moves by them. Only 
four months after their invasion of Czechoslovakia in 1968 they 
had made a major d~marche at the European Security Conference -
to which Willy Brandt had, significantly and importantly, been 

the first to react. Unless they have suddenly changed and if we 

-1-
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do nothing, they will blame· the ··West for · the failures at Geneva, 
with some success, and then come up with a new initiative. 
If they do, the West could be put in disarray, with some Western 
countries seeking ways of reacting constructively while others 
denounced the whole exercise as Soviet propaganda. 

6. Therefore we should both be considering taking some kind of 
pre-emptive initiative; keeping doors open; and continuing to talk. 
For that reason Germany was naturally pleased with the conclusions 
of the NATO Council, and was delighted Mrs Thatcher planned to 

visit Hungary. /It transpired that Herr Kohl has the same idea 
in mind7. 

7. Teltschik added, almost en parenthese, that he and others were 
hoping for a Reagan-AndropoN Summit in due course. This could be 
a basis for a breakthrough, particularly on disarmament. 

2. GERMANY AND EUROPE 

8. The two-track decision had produced strains inside Germany 
which we might well be aware of - a peace movement and an SPD 
in turmoil were two major ones. It was absolutely vital that 
outsiders should appreciate their nature. It was important that 
we should note to what extent Adenauers '1964 decision to "integrate 

with the West" was far from self-evident; and certainl.;y- a unique 
event in Germany's history. The peace movement was in a sense 
challenging that historic move. It was, of course, true that the 
11Hot Autumn" the Peace Movement had promised had not occurred. 
In truth the activists do not now know quite what to do. But it 
was quite possible that those seeking to "disintegrate 11 would in 
due course grow in number, and even prevail at some point. 

9. This risk the French were very aware of. There had recently 
been a big change not only in the French Government but also on 
the part of the Gaullists. This was already leading to much more 
intensive relations, and greater interest in the "European idea", 
perhaps particularly in security matters . 

'10. Thus Mitterrand had just proposed a 11 working summit" with 
Kohl in January, and the preparation of a "common paper on European 
Perspectives". Neither Teltschik nor any others had yet much 
idea what agreements on policies or objectives were thus being 
pursued. But it was absolutely certain that the proposal was both 
an expression of France's security interests and a reflection of 
the importance of the double track decision. It was also, come to 

-2-
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that, another aspect of a growing Continental tendency ~eltschik 
very deliberately said "continental" in the English sense? towards 
greater cooperation, 11particularly amongst the EC's founders 11

• 

Such progress would, of course, demand a solution of the Athens 
problem. But 

11 the Conservative Party and British Government should pay 
very close attention to these developments. Should the UK 

not be part of the debate? Or should Britain keep its head 
pointed elsewhere? " 

3. A MAJOR PREOCCUPATION OF GERMANY'S FOREIGN POLICY 

11.dA.further issue, or rather conviction, arising from the double-
ec~s~on 

track/concerned relations with the US Government. There had been 
no other matter over which liaison and discussion with the USA 
had been so close and continuous. Our country's success in holding 
to our purpose was directly attributable to the effective mainten

ance of such excellent contacts, as well as to the fact that not 
only did the key NATO states have a common position from the outset, 
but so did France and, even, Spain. It therefore followed that 
we should seek equally effective and constant coordination and 
consultation in other areas. Thie effort should extend to 
consultation with the Alliance generally, and not just a few 
narrow security issues. 

4. THIRD WORLD EXPECTATIONS OF THE COI'11'1UNITY 

12. When travelling abroad, Kohl and his staff were constantly 
being impressed by the fact that countries like Saudi-Arabia, Japan, 
China, Indonesia and many others were seeking a more influential 
EC and to escape from the "either/or'' embrace of the USSR and USA. 
This was, most importantly, particularly true of the Arabs and the 
Middle East. The Arabs did not think we could solve all their 
problems, but they did think and hope we (the EC) could make a 
major impact on some areas. 

13. Thus with the PLO now knocked out, Hussein was considering 
a new initiative. He knows its success would require the support 
not only of the US, but also of Kohl and the Prime Minister, 
given his particularly good relations with them. Hussein had 
recently written to Kohl about the idea. Kohl had discussed it 
with Mitterrand, who was dismissive because "Hussein is too weak 11

• 
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14. This was a matter on which the UK and Germany should work 
very closely, and concert vis-~-vis the USA. 

15. Rossbach then enlarged on Teltschik's first theme of re
devel()ping relations with the USSR. The Russians' main strategic 
purpos'es _would remain to prevent the USA from continuing the 
modernisation of their weapons, and to encourage them to withdraw 
from Europe. But the Russians' immediate priority was saving face 
(Gesichtswahrung), and extracting themselves from a mess of their 
own ma~ing. The decision to station medium-range weapons was now 
being implemented, and they would wish to limit it as far as 
possible. They would have no interest in seeing the Iron Curtain 
become a curtain of rockets (Raketenvorhang). They were well 
aware that they had made advances with public opinion in the West 
by being willing to take positive and apparently constructive 
initiatives, and would not wish to jeopardise these gains. 

16. It was striking that in those classes of Russo-German contacts 
where Germany was still maintaining 11business as usual", the USSR 
remained very open and responsive. They were all '_set to do so 
at the forthcoming Stockholm Conference, too. 

17. This suggested that the western nations should follow a two
fold strategy: 

(1) some kind of secret contacts, part of whose purpose 
would be to explore suitable face-saving devices; 

(2) some kind of positive public Western posture, which 
vmuld prevent public suspicions that we \vere simply 
crude spectators, who were awaiting the USSR's return 
to its senses and dialogue. 

18. Such a positive posture did not need to be founded on 
specific proposals. What mattered was a stress on willingness to 
resume talks, and procedural moves to restart them; and that the 
West should not insist on the Russians paying a substantial price 
for resuming the dialogue. 

19._ John Houston then underlined some aspects of British 
policies for arms control, etc. Amongst the points he made were 
the following. 

20. The position was indeed depressing. It was important that 
the deployment of Cruise ~ was now taking place. Four years of 

Soviet pressure had not prevented it. There must be doubts both 
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about the Soviet leaders and what they would now wish to do. 
It was quite possible that they might choose to wait for a while 
to make our flesh creep in the West, and build up new pressures. 
If that was a defensible assessment, we would need to be careful 
about how we responded. As far as public attitudes went, it 
appeared that opposition was for the moment diminishing, perhaps 
because people have a tendency to fall in with the status quo, 

which is now deployment. This pattern could, however, change if 
tension were to increase. All this calls for unity in the Alliance; 
and being wary of possible initiatives which might curry public 
favour, but raise false hopes on the Soviet side. We shared the 
German judgement that the Russians needed a way of saving face, 
and we needed to get back in conversation with them. 

21. Teltschik then offered further observations about disarma-

ment problems. The INF talks had ended b:ecause of Soviet 
insistence on including French and British weapons. Germany had 
agreed with us and the French in our refusal to see them brought in. 
But we (all of us - i.e. UK, France and Germany) should now 
consider how we would react to a proposal which embraced third 
country systems. For example a Soviet proposal of altogether 
broader scope than hitherto, involving all major weapons systems, 
and bringing into the discussion the Chinese as well as Britain 
and France. Such an initiative could well constitute a very 

embarrassing offer we could not refuse. 

22. In sum, the UK and France needed to consider very soon if, 
when, where and how we should involve our weapons in such negotiation. 

23. John Houston recalled that ''we've never said 'never'". 
We had open minds, and were always prepared to consider new 
proposals seriously. -

24. Rossbach observed that the long time required for full 
deployment gave the USSR big opportunities for changing public 
attitudes. The pre-emptive initiative commended earlier needed 
to involve the whole Alliance and the US, with whom contacts would 

have. to be as close as over the INF. 

25. Viewed from a German perspective, the faltering consensus 
over defence matters which the SPD's state was aggravating called 
for "a political impulse in Europe, and more action and effort 
in the framework of political cooperation". 

-5-
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- - -· - ··· - -- -· - - - · . - · · -·. 

26. Jansen (Ausw&rtiges Amt) intervened to make two points. 
He had been much struck on the margins of the Athens Summit by 
peoples' fear of being dragged into US concerns when Europe could 
not even deal with its own. 

27. He also .recalled his Department's statement after the INF 
collapse, stressing the case for a broader approach to East-West 
problems. There was something to be said for paying more attention 
to the 2-pillar approach of the original Harmel report. 

28. After some minor interventions from Neuer and Weisser, Ridley 
asked Tel tschik if he could shed any further light on J1i tterrand' s 
objectives in proposing the working summit and joint paper on 
Common European Perspectives. At least three different, non
exclusive, private goals were conceivable, however the proposal 
might be presented and vrorded: 

closer agreement and cooperation on fairly specific defence 

matters; 

a more effective independent European voice in foreign 
affairs matters generally; which could mean an attempt 
to mobilise the largest EC members as an inner group~ · 

echoing ideas current a while back; 

a more effective decision-making framework in the EC, 
in view of the difficulty of making any progress at all 
at them, the threat of even greater centrifugal tendencies 
after enlargment, and the implications of such insights 
for the French Presidency. All of which might lead one 
back by a rather different route to the idea of an 

"inner-group" of dominant large countries. 

29. Teltschik repeated that the French had only made a very 
vague proposal. It was quite certain that closer cooperation in 
security matters was one goal; and almost certain that greater 
cooperation over high technology industries was another. But 
the political aims Mitterrand had in mind were still quite obscure. 

The Germans would be both studying the proposal carefully and 
seeking to find out the answers to these questions directly after 
the weekend. 

30. He went on to underline that Kohl and the German Government 
were interested in using any opportunity to develop the Community. 
They would look at any sensible ideas, if humanly possible in 
partnership with the UK. There was a deep desir~ in his country 
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to do so, and the pressures to do so were growing. 

31. He then turned briefly to non-EC problems. George Schulz 
had just visited Bonn and discussed the Middle East and the Iran/ 
Iraq warJ.. It seemed likely that, if there was the obvious crisis 
there, culminating in the closure of the straights of Hormuz, we 
would all be likely to wait for the USA to intervene militarily. 
Schulz had made it clear that, if they had to do so, they would 
"expect the Europeans to respect their interests too", i.e. act 
conjointly or support. 
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British-German Consultation for Special Advisers 

London 8/9 December 1983 

Notes on First Session concerning role of political advisers 

in Government. 

1. Adam Ridley introduced the UK team and described the 

structure of government at the political centre. 

2. Stephen Sherbourne described the organisation of 

government as seen from the Political Office at No 10. 

3. Mr Horst Teltschik welcomed the opportunity to 

meet opposite numbers face to face. He also under

lined the increasingly close links between European 

governmental machines. 

4. Mr Teltschik described his own experience in local 

and central government as Head of Section 2 of 

Bundeskanzleramt, concerned with foreign affairs. 

5. Mr Radunski - party manager of the CDU at headquarters. 

Was for some years deputy head of Konrad Adenauer 

Foundation. He stated that Dr Kohl was both head 

of government and leader of party - but the two 

posts do not have to be held by the same person. 
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6. Mr Ludewig - in department 4 of Bundeskanzleramt, 

dealing with questions of economic and financial 

policy. Formerly served in Department of Energy. 

Work includes relations with EEC on economic matters. 

7. Mr Neuer- works in Teltschik's department, on 

relations with West European states - including 

political relations with EEC. Started in Foreign 

Service. 

8. Mr Rossbach, also in section 2, working on North 

American Affairs, East West Relations, Disarmament. 

Also formerly in Foreign Service. 

Mr Weisser - Naval Officer, reporting to Mr Teltschik 

on defence and security matters. 

Mr Jansen - Personal Adviser to Mr Genscher, Foreign 

Minister. In the Ministerial office we have four 

secretaries, all career officials. In Mr Genscher's 

ten years in office there has only been one political 

adviser. 

Mr Teltschik described Bundeskanzleramt. 400 people. 

Six sections. The political leadership consists 

of: 

1. Secretary of State responsible for administration. 





Three MPs concerned i) with relating with parliamentary 

party; ii) with the Upper House; iii) with Berlin 

matters. 

Dept 1. Administration / Legal 

2 . Foreign Policy 

3 . Internal and Social Policies 

4. Economic and Financial Policies 

5. Public Relations and Communications 

6. Security Departments 

The officers of these six Departments were all 

political appointments and can be replaced on a 

change of Government. 

Within the Bundeskanzleramt the rest of the staff 

are on attachment from government departments. 

Work of the Bundeskanzleramt : prepares all issues 

for decision by the Bundeskanzler. 

Members of t:lre:.BKA are primarily concerned with 

political success of the government - not only 

party political success. 

Mr Radunski - how the Party works: 

Secretary General of the Party is also a Minister 

in Cabinet. 

In the last ten years the CDU has become a highly 

organised members party. 





The Party also has many more multilateral and 

bilateral contacts. 

The Party is responsible for the electoral campaign. 

The most important link government/party is the 

executive committee of 11, under chairmanship of 

the Federal Chancellor. 

Policy planning. Research System. Departments, 

Party, Konrad Adenauer Foundation have to be co

ordinated. Also Government. 

Mr Houston - In our system, the idea that foreign 

affairs are political is a new one. 

Important to realise that all officials are expected 

to be concerned with the success of the Government. 

Mr Teltschik - the Bundeskanzler must have around him 

team committed to the political success of the 

Government. 

Mr Sherbourne described how officials were expected 

to be impartial. Referred to Sir John Hoskyns' 

thesis, that the Civil Service had impeded the 

progress of the Government since the last war. 

Mr Ridley introduced another debate, particularly on 

foreign affairs, describing how Community matters 

had gone back to departments. No central entity yet. 





Mr Teltschik said he was the first head of Foreign Policy 

Department who was not a career official. It is 

vital that members of the Bundeskanzleramt must 

be both loyal anQ creative. 

Mr Ludewig pointed out that foreign affairs had been 

the controversial side of German post war affairs 

- whereas on home affairs there was a broad concensus. 

Mr Teltschik pointed out that the Federal Chancellor 

spends very much time on foreign affairs and is 

not pinned down in the same way as the British 

Prime Minister at Question Time. 

Mr Jensen asked what could be done to save the matters 

of key detail having to be dealt with by Heads of 

Government. 

Mr Ridley emphasised the fact that in the British system 

the Head of Government has to deal with detail. 

Mr Neuer pointed out how the European Council had degenerated 

- it was now almost a council of experts. 

Mr Teltschik asked how the different organisations at the 

centre are weighted when it comes to preparing 

policies for EEC negotiation. 
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Mr Sherbourne First Mr Coles, the Foreign Office 

man at No 10. Then key officials. 

Mr Ridley - The private secretaries probably carry 

30 per cent of weight. 

The cabinet office will concentrate on matters 

of procedure. 

The Policy Unit is growing gradually in status 

and power. 

Otherwise power tends to be concentrated in 

Ministers. 



r . 
r . 


